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PART 1962 - PERSONAL PROPERTY
Subpart A - SERVI G NG AND LI QUI DATI ON OF CHATTEL SECURITY
8§1962.1 Purpose.

This subpart del egates authorities and gives procedures for servicing,
care, and liquidation of Farners Home Adm nistration (FrHA) chattel security,
Econom ¢ (pportunity (EO |oan property, and note only loans. Security
servicing for Nonprogram (NP) |oans on farmproperty will be according to
Subpart J of Part 1951 of this chapter.

(Revised 11-12-93, SPECIAL PN)

§1962.2 Policy.

Chattel security, EO property and note only loans will be serviced to
acconpl i sh the | oan objectives, and protect FnHA financial interest. To
acconpl i sh these objectives, security will be serviced in accordance with the
security instrunents and rel ated agreenents, including any authorized
nmodi fications, provided the borrower has reasonabl e prospects of acconplishing
the | oan objectives, properly maintains and accounts for the security, and
ot herwi se satisfactorily nmeets the | oan obligations including repaynent.

8§1962.3 Authorities and responsibilities

(a) Redelegation of authority . Authority will be redelegated to the
maxi mum ext ent possi bl e consistent w th program requirenents and

avail abl e resources. The State Director, District Drector and County
Supervi sor are authorized to redelegate, in witing, any authority

del egated to themin this subpart to any enpl oyee determ ned by themto
be qualified.

(b) Responsibilities .

(1) FnHA personnel . The State Director, District Drector and
County Supervisor are responsible for carrying out the policies and
procedures in this subpart.

(2) Borrower . The borrower is responsible for repaying the |oans,
mai nt ai ni ng, protecting, and accounting to FnHA for all chattel
security, and conplying with all other requirenents specified in
prom ssory notes, security instrunents, and rel ated docunents.

(c) Exception authority . The Admnistrator may, in individual cases,
make an exception to any requirenent or provision of this

DI STR BUTI ON: WSDC Security Servicing

Personal Property
1
(Revi sion 3)
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8§1962.3 (c) (Con.)

subpart which is not inconsistent with the authorizing statute or other
applicable lawif the Admnistrator determnes that application of the
requi renent or provision wuld adversely affect the Government's
interest. The Admnistrator will exercise this authority only at the
request of the State Director and on the recomrendati on of the
appropriate program Assistant Admnistrator. Requests for exceptions
must be nade in witing by the State Director and supported with
docunentation to explain the adverse effect on the Government's
interest, propose alternative courses of action, and show how t he
adverse effect will be elimnated or mnimzed if the exception is

gr ant ed.

(d) Farnms in nore than one jurisdiction . |If the farmis situated in
nore than one State, County, or Parish, the loan will be serviced by the
County O fice servicing the County in which the borrower's residence is
located. If the borrower is a corporation, cooperative, partnership or
joint operation or if the borrower's residence is not on the farm the
loan will be serviced by the County O'fice serving the County in which
the farmor a najor portion of the farmis |located. (Added 4-23-86
SPECI AL PN.)

81962.4 Definitions. (Revised 10-14-88, SPECI AL PN )

As used in this subpart, the follow ng definitions apply.

Abandonnent . Vol untary relinqui shhent by the borrower of control of
security or EO property w thout providing for its care.

Acquired chattel property . Former security or EO property of which FrHA
has becone the owner (see 81955.20 of subpart A of Part 1955 of this
chapter).

Basic security . Consists of all equipnent serving as security for FrHA
[oans. It also consists of real estate and all foundation herds and

fl ocks, including replacenents, which serve as a basis for the farmng
operation outlined in the Farmand Honme Plan or yearly budget which
serve as security for FnHA loans. Wth respect to livestock herds and
flocks, animals that are sold as a result of the normal culling process
are basic security unless the borrower has replacenents that will keep
nunbers and production up to planned | evels. However, if a borrower

pl ans to nake a significant reduction in his basic |ivestock herd or
flocks, the animals or birds that are sold in making this reduction wll
be consi dered basic security.

Borrower . Wien a loan is nade to an individual, the individual is the
borrower. Wen a loan is nmade to an entity, the cooperati ve,
corporation, partnership or joint operation is the borrower.

2
(Revi sion 3)



8§1962.4 (Con.) RD I nstruction 1962- A

Chattel security . Chattel property which nmay consist of, but is not limted
to, inventory; accounts; contract rights; general intangibles; crops;
livestock; fish; farm business, and recreational equipnent; and supplies, and
which is covered by financing statenments and security agreements, chattel
nortgages, and other security instruments.

Gvil action. Court proceedings to protect FnHA's financial interests such as
obt ai ni ng possession of property fromborrowers or third parties, judgnents on
i ndebt edness evi denced by notes or other contracts or judgments for the val ue
of converted property, or judicial foreclosure. Bankruptcy and simlar
proceedi ngs to i nmpound and di stribute the bankrupt's assets to creditors and
probate and simlar proceedings to settle and distribute estates of

i nconpetents or of decedents under a will, or otherw se, and pay cl ains of
creditors are not included.

Cimnal action. Prosecution by the United States to exact punishnent in the
formof fines or inprisonnent for alleged violations of crimnal statutes.
These include but are not limted to violations such as:

(a) Unauthorized sale of security.

(b) Purchase of security with intent to defraud and without paynent of
the purchase price to FrHA

(c) Falsification of assets or liabilities in |oan applications;

(d) Application for a loan for an authorized purpose with intent to use
and use of loan funds for an unauthorized purpose;

(e) Decision after obtaining a loan to use and using the funds for an
unaut hori zed purpose and then naking fal se statenents regarding their
use;

2A
(Revision 1)
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8§1962.4 (g) (Con.) RD I nstruction 1962-A

(f) By scheme, trick, or other device, covering up or concealing m suse
of funds or unauthorized dispositions of security or EO property or
other illegal actions; or

(g) Any other false statenments or representations relating to FnHA
matters. To establish that a crimnal act was commtted by selling EO
property, it is necessary to show that the borrower, at the tine the

| oan agreenent or the check on the supervised bank account was signed,
intended to sell the property in violation of the | oan agreenment. The
Federal crimnal statute of limtations bars institution of crimnal
action 5 years after the date the act was commtted. Unauthorized

di sposition of even mnor itens by the borrower wll be considered
crimnal violations

Default . Failure of the borrower to observe the agreenents with FnHA as
contained in notes, security instruments, and simlar or related instrunents.
Sorre exanpl es of default or factors to consider in determning whether a
borrower is in default are when a borrower:

(a) Is delinquent, and the borrower's refusal or inability to pay on
schedul e, or as agreed upon, is due to lack of diligence, lack of sound
farmng or other operation, or other circunstances within the borrower's
control .

(b) Ceases to conduct farmng or other operations for which the | oan
was made or to carry out approved changed operati ons.

(c) Has disposed of security or EO property w thout FnHA approval, has
not cared properly for such property, has not accounted properly for
such property or the proceeds fromits sale, or taken sone action which
resulted in bad faith or other violations in connection with the | oan.

(d) Has progressed to the point to be able to obtain other credit from
ot her sources, and has agreed in the note or other instrument to do so
but refuses to conply with that agreenent.

EO property . Nonsecurity chattel property purchased, refinanced, or inproved
with EO | oan funds.

EO property essential for mninumfamly living needs . Non-security chattel
or real property required to provide food, shelter, or other necessities for
the famly or to produce income w thout which the famly would not have such
necessities. This includes |ivestock, poultry, or

3
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81962.4 (j) (Con.)

other animals used as food or to produce food for the famly or to produce
incomre for mninmumessential famly |iving needs; nodest anmounts of rea
property needed for famly shelter or to produce food or inconme for m nimm
essential famly living needs, and itens such as equi pment, tools, and notor
vehi cl es, which are of mninmumvalue and are essential for famly living needs
or to produce incone for that purpose. Any such itemof a value in excess of
the m ni mum need may be sold and a portion of the sale proceeds used to
purchase a simlar itemof |ess value to neet such need. The renainder of the
proceeds will be paid on the EO | oan

Farmlncone. Proceeds fromthe sale of chattel security which is normally
sold annual Iy during the regul ar course of business such as crops, feeder
i vestock and ot her farm products.

Farmer Programloans . These |oans are Farm Oanership (FO, Operating (QU),
Soil and VWater (SW, Recreation (RL), Econom c Energency (EE), Emergency (EM),
Econom ¢ (pportunity (EO and Special Livestock (SL) | oans and Rural Housing

| oans made for farmservice buildings (RHF).

FHA. The United States of Anerica, acting through the Farners Home
Adm ni stration and its predecessor adm ni strative agenci es.

Forecl osure sale . Act of selling security either under the "Power of Sale" in
the security instrument or through court proceedings.

Liquidation. The act of selling security or EO property to close the | oan
when no further assistance will be given; or instituting civil suit against a
borrower to recover security or EO property or against third parties to
recover security or its value or to recover amounts owed to FnHA; or filing
clains in bankruptcy or simlar proceedings or in probate or admnistrative
proceedi ngs to cl ose the | oan

Normal inconme security . Al security not considered basic security, including
crops, livestock, poultry products, Agricultural Stabilization and

Conservation Service paynments and Commodity Credit Corporation paynments, and

ot her property covered by Farners Home Admnistration liens that is sold in
conjunction with the operation of a farmor other business, but shall not

i ncl ude any equi pment (including fixtures in States that have adopted the

Uni f orm Conmer ci al Code), or foundation herd or flock, that is the basis of

the farmng or other operation, and is the basic security for a Farners Hone
Adm ni stration farmer program ]l oan

4
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Ofice of the General Counsel (O3) . The Regional Attorneys, Attorneys-
i n-Charge, and National Cfice staff of the Ofice of the CGeneral
Counsel of the United States Department of Agricul ture.

Purchase noney security interest . Special type of security interest
which, if properly perfected, takes priority over an earlier-perfected
security interest. A security interest is a purchase noney security
interest to the extent that it is taken by the seller of the collatera
to secure all or part of its purchase price or by a | ender who nmakes
loans or is obligated to make | oans or otherw se gives value to enable
the debtor to acquire the particular collateral or obtain rights init.
Such val ue nmust be given not later than the tinme the debtor acquires the
collateral or obtains rights init.

Repossessed property . Security or EO property in the Agency's custody,
but still owned by the borrower.

Security. A so neans "Chattel security" when appropriate.

81962.5 Security instrunents .

County Supervisors are responsible for naintaining security instruments
that will cover all security, including replacenents, increases, and ot her
after-acquired property, and for obtaining additional security as needed.
They will execute continuation, extension, or renewal of security instrunents
as needed to protect the Government's security interests.

(a) Financing statement . The Financing Statement is effective as
notice for 5 years fromthe date of filing. A new statenent needs to be
taken and filed only if the debt is to be secured by property not

descri bed specifically or by type, or by crops growing or to be grown,
or fixtures |ocated or to be |located on | and not described on the filed
st at enment .

(b) GContinuing the financing statenent . A filed statenment nust be
continued to notify third parties after the original 5-year period.

Form FnHA 462-12, "Statenments of Continuation, Partial Release,
Assignment, Etc.," nmust be filed within 6 nonths before the end of the
original 5-year period. On filing Form FnHA 462-12, the filed Fi nancing
Statenent is effective for 5 nore years after the date to which the
original filing was effective. Successive Continuation Statenents may
be filed to continue the notice to third parties. Alien searchis
unnecessary provided the Continuation Statenent is properly filed. Form
FHA 462- 11, "Request for Continuation Statement Filing Fee," nay be
used to notify the borrower to continue the Financing Statement and to
subnmit the anmount of the filing fee.

5
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(c) Security agreement . A new security agreenent will be taken when:

(1) Property not covered by specific description or the printed
| anguage of the previous security agreenent is to serve as security
for the debt; or

(2) It is necessary to obtain or maintain a security interest in
crops; or

(3) It is necessary to supplenent the security agreenent to obtain
an asset for security. A State supplenent wll be issued when
consi dered necessary by the State Director and O3C to further
explain the situations requiring the taking of an additi onal
security agreenent. Such additional security agreement usually wll
be taken at the tine of inspections of the security; or

(Revi sed 06-21-96, SPECIAL PN)

(4 Aninitial Qperating (Q.) |oan or Energency (EM loan is nade
to an applicant, including a paid-in-full Q. or EM borrower.

(d) Chattel nortgage . In those States which require the use of chattel
nort gages, such a nortgage may be extended or renewed by obtaining a new
chattel nortgage or by using a formapproved for this purpose by OGC
However, it is preferable to renew or extend chattel nortgages by

obt ai ni ng new ones unl ess there are intervening liens or other I|egal
reasons. A State supplement will be issued stating the actions to
followto ensure that:

(1) Agency liens and their priority are naintai ned by renew ng or
extending security instruments or by obtaining new instrunents.

(2) Lien searches are made as necessary to determne that the
Agency will obtain the required priority of liens.

(e) Filing. Fi nancing Statenents nust be filed in all Uniform
Comrercial Code (UCC) States. In those States where a Central Filing
System (CFS) has been adopted and certified by the Packers and

St ockyards Adm ni stration, the Agency nust file under both the UCC (or
other applicable State law) and the CFS to protect a security interest
in farmproducts chattel property. |If State | aw provisions of the

Uni form Conmerci al Code allow for electronic filing of financing
statenments wi thout the debtor’s signature, this action will be taken for
all FLP borrowers to further protect the Governnent’s interest.

(Revi sed 03-14-97, SPECIAL PN)

6
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81962.6 Liens and assignnents on chattel property

(a) Chattel property not covered by Agency lien . (Revised 06-21-96,
SPECI AL PN.)

(1) Wien additional chattel property not presently covered by an
Agency lien is available and needed to protect the Governnent's
interest, the County Supervisor will obtain one or nore of the
fol | ow ng:

(i) Alien on such property.

(ii) An assignment of the proceeds fromthe sal e of
agricul tural products when such proceeds are not covered by the
lien instruments.

(iii) An assignment of other income, including FSA Farm
Prograns (formerly ASCS) paynments. (Revised 06-21-96,
SPECI AL PN.)

(2) Wien a current loan is not being nmade to a borrower, a crop
lien will be taken as additional security when the County Supervi sor
determnes in individual cases that it is needed to protect the
Covernnent's interests. However, a crop lien will not be taken as
addi tional security for Farm Omership (FO, Rural Housing (RH),
Labor Housing (LH), and Soil and Water (SW |oans. Wen a new
security agreenent or chattel nortgage is taken, all existing
security itenms will be described on it.

(b) Lien Search. Wen alien is taken on chattel property not covered
by an Agency lien, a lien search will be nade. It will not be needed,
however, if crops or other chattel property are covered by a filed

Fi nanci ng Statenent but not by an Agency security agreenent or

assi gnnent of incone. The search will be made at a tinme which will
assure that the Agency obtains the desired lien on chattel property as
set forth by a State supplenent. (Revised 06-21-96, SPECI AL PN)

(c) Assignments of upland cotton, rice, wheat and feed grain paynments
Borrowers may assign FSA Farm Prograns (fornerly ASCS) paynents under
upl and cotton, rice, wheat and feed grain prograns. (Revised 06-21-96,
SPECI AL PN.)

7
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(1) (Obtaining assignments . Assignnents will be obtained as
fol | ows:

(i) Only when it appears necessary to collect operating-type
| oans, (Renunbered 06-21-96, SPECI AL PN )

(ii) Only for the crop year for which operating-type | oans are
made, and (Renunbered 06-21-96, SPECI AL PN.)

(iii) For only the anount anticipated for paynments as

i ndi cated on Form RD 1962-1, "Agreement for the Use of
Proceeds/ Rel ease of Chattel Security," of the applicable upland
cotton, rice, wheat and feed grain prograns.

(Renunber ed 06-21-96, SPECI AL PN.)

(2) Selecting counties . The County Supervisors then wll:
(Revi sed 06-21-96, SPECIAL PN)

(i) Determne, at the time of |oan processing for indebted
borrowers and new applicants, who nmust give assignments and
obtain themno later than | oan closing. Special efforts wll
be made to obtain the bul k of assignments before the sign-up
period for enrolling in the annual Feed Grain and Weat set
aside prograns. (Revised 04-17-91, SPEC AL PN)

(ii) otain assignnents from sel ected borrowers on Form
ASCS- 36, "Assignment of Payment,” which will be obtained from
FSA Farm Prograns. (Revised 06-21-96, SPECI AL PN )

(3) Releasing assignments and handl i ng checks

(i) The County Supervisor wll informFSA Farm Prograns that

it is releasing its assignment whenever a borrower pays the
amount due for the year on the operating-type | oan debt or pays
the debt in full. (Revised 06-21-96, SPECI AL PN)

(ii) GChecks obtained as a result of an assignment wll be made
only to the Agency, and the proceeds used a indicated on Form
RD 1962-1. (Revised 06-21-96, SPECI AL PN)

81962.7 Securing unpai d bal ances on unsecured | oans

The County Supervisor will take a lien on a borrower's chattel property
in accordance with 81962.6 if it is necessary to rely on such property for the
coll ection of the borrower's unsecured indebtedness, or if it will assist in
acconpl i shing | oan objectives. (Revised 06-21-96, SPECI AL PN)
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8§1962.8 Liens on real estate for additional security

The County Supervisor may take the best |ien obtainable on any rea
estate owned by the borrower, including any real estate which already serves
as security for another loan. Additional liens will be taken only when the
borrower is delinquent, the existing security is not adequate to protect the
Covernnent's interest, the borrower has substantial equity in the real estate
to be nortgaged, and taking such nortgage will not prevent naking a rea
estate loan, if |later needed. (Revised 04-17-91, SPECI AL PN)

(a) Docurmentation. Before taking real estate as additional security
for aloan, the following information will be put in the running record:

(1) Facts justifying the real estate lien

(2) An estimate of the present market value of the real estate to
be nortgaged (no appraisal of the property to be nortgaged is
needed) ;

(3) A brief description of any existing liens on the property and
the unpai d bal ance on the debts secured by such existing liens; and

(4) Nane of the titleholder and howtitle of the property is held.
(Title evidence is not required.)

(b) Forms. FormRD 1927-1 (State), "Real Estate Mortgage or Deed of
Trust For ," will be used for each real estate |ien taken as

addi tional security unless a State supplenent requires a form of

nort gage conparable to that which secures the existing | oans. The notes
evidencing the | oans for which the additional security will be taken

wi Il be described in the same nortgage. (Revised 06-21-96, SPECI AL PN.)

81962.9 Liens on chattel property as security for a real estate | oan

Form RD 440-15, "Security Agreenent (lnsur ed Loans to Individuals),"” and
Form RD 440- A25, "Financing Statenent (Carbon-Interleaved),” or Form RD 440-
25, "Financing Statenment," as appropriate, will be used in UCC States. State
Suppl enents nmay provide for use of other forns in Puerto R co, Quam Anerican
Sanmpa, and the Northern Mariana Islands. (Revised 06-21-96, SPECI AL PN)

§81962. 10 - 1962.11 [Reserved]
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8§1962.12 MNarking FSA Farm Prograns (fornmerly ASCS) peanut and tobacco
marketing cards . (Revised 06-21-96, SPECI AL PN )

The County Supervisor wll mark borrowers' FSA Farm Prograns peanut and
t obacco crop narketing cards when advancing Farm Oredit Prograns | oan funds or
subordinating its crop lien for the purpose of financing the production of the
crops. The nmarking of cards is optional in cases other than the above when
Farm Credit Prograns has a crop lien.

(a) Marking cards . Just before Farm Prograns prepares the cards, the
County Supervisor will give the FarmPrograns |lists of the nanes and
addresses of Farm Oredit Prograns borrowers whose cards are to be marked
and informthe office that FarmCredit Prograns will mark the cards of
each borrower whose name is on the list before delivery. After the
cards are ready for delivery, the County Supervisor or someone

desi gnated by the County Supervisor will go to the Farm Prograns and:

(1) Stanp or insert "FSA Farm Oedit Prograns lien" in script in
indelible ink on the cards for peanuts and tobacco, except flue-
cured and burly tobacco, wherever decided by the County Supervi sor
and the Farm Prograns Manager.

(2) Stanp or insert "FSA Farm Oedit Prograns lien" in script in

indelible ink on borrower's Form M) 76, "Tobacco Marketing Card,"

for flue-cured and burly tobacco. The stanmp will be placed on the
left at the bottomof the signature strip under "Tobacco Marketing
Card. "

(3) If the borrower satisfies the lien or repays the amount due the
current year, stanp "cancel ed" across "FSA Farm Oredit Prograns
lien" followed on the same line by the nane of the official making
the cancellation and the date.

(b) Notice to borrowers . The County Supervisor wll informborrowers
of the marking arrangemnent, including the requirenents for canceling the
lien notice on the card.

(c) MNotice to buyers . Wienever possible, the County Supervisor will
expl ai n these arrangements personally to buyers (warehousenen and
dealers in the case of tobacco) in the area. The County Supervisor wl|
also explain that the lien notice on the cards is not in place of the
notice given by filed or recorded lien instruments but is a courtesy
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8§1962.12(c) (Con.)

and is to provide themw th readily available current infornation.
However, this infornation may not al ways be accurate and conmmodities
covered by a card not stanped "FSA Farm Gredit Prograns |ien" nay still
be subject to the Agency's lien. |If too nmany buyers are in the area to
enabl e the County Supervisor to make such a personal explanation, the
County Supervisor may wite thema letter explaining the arrangenents.

8§1962.13 Notification to potential purchasers . (Revised 06-21-96,
SPECI AL PN.)

(a) In States without Central Filing System (CFS), all Farm Credit
Prograns borrowers prior to loan closing or prior to any servicing
actions which require taking a lien on farm products, such as crops or
i vestock, must provide the nanes and addresses of potential purchasers.
A witten notice will be sent by the County Supervisor, certified nail,
return receipt requested, to these potential purchasers to protect the
Covernnent's security interest. The notice will contain the follow ng:

(1) The name and address of the debtor. (Revised 03-14-97,
SPECI AL PN.)

(2) The name and address of any secured party.
(3) The Social Security nunber or tax ID nunber of the debtor.

(4) A description of the farmproducts given as security by the
debtor, including the amount of such products where applicable, the
crop year, the county in which the products are | ocated, and a
reasonabl e description of the farm products.

(5) Any payment obligation inposed on the potential purchaser by
the secured party as a condition for waiver or release of lien. The
original or a copy of the witten notice also nust be sent to the
purchaser within 1 year before the sale of the farmproducts. The
witten notice will |lapse on either the expiration period of the

Fi nancing Statement or the transmssion of a letter signed by the
County Supervisor and showi ng that the statenent has | apsed or the
borrower has perforned all obligations to the Agency.

(b) Lists of borrowers whose chattels or crops are subject to an Agency
lien may be made avail abl e, upon request, to business firns in a trade
area, such as sal e barns and warehouses, that buy chattels or crops or
sell themfor a commission. These lists will exclude those borrowers

10A
(Revi sion 2)

(11-1-85) SPECIAL PN



RD I nstruction 1962-A
§1962. 13(b) (Con.)

whose only crops for sale require FSA Farm Prograns (fornerly ASCS)
marketing cards. The list is furnished only as a conveni ence and nay be
i nconpl ete or inaccurate as of any particul ar date.

(1) The list will contain the statenment: "The crop and chattel
liens or financing statements of the Farm Service Agency (FSA)
(formerly FnHA) are recorded or filed as required by law. This list
of borrowers is furnished only as a convenience. It may be

i nconpl ete or inaccurate as of any particular date. The fact that a
name is not on this list does not necessarily mean that the FSA does
not have security interest in or lien on the crops, |ivestock, and
other chattels.”

(2) Lists will be sent by Form FnHA 1962-3, "List of Farmers Hone
Adm ni stration Borrowers,"™ or the County Supervisor may consider it
advi sable to personally deliver and explain the formand list to the
buyers. The County Supervisor will update all lists that have been
distributed by notifying buyers in witing, on Form FrHA 462- 14,
"Change in List of Farmers Hone Adm nistration Borrowers," at |east
every 3 nonths, of the nanmes of borrowers to add and to del ete.

8§1962.14 Account and security information in UCC cases . (Revised 06-21-96,
SPECI AL PN.)

Wthin 2 weeks after receipt of a witten request fromthe borrower, the
Agency nust informthe borrower of the security and the total unpaid bal ance
of the Agency indebtedness covered by the Financing Statenent.

(a) If the Agency fails to provide the information, it may be liable
for any | oss caused the borrower and, in some States, other parties, and
al so nay | ose sone of its security rights. The UCC provides that the
borrower is entitled to such informati on once every 6 nonths w t hout
charge, and that the Agency may charge up to $10 for each additional
statenment. However, the Agency provides themwithout charge.

(b) A though the UCC only requires the Agency to give information
pursuant to the borrower's witten request, the Agency will al so answer
oral requests. Furthernore, the UCC does not prohibit giving this
information to others who have a proper need for it, such as a bank or
anot her creditor contenplating advancing additional credit to the
bor r ower .
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81962. 15 [Reserved]

8§1962.16 Accounting by the borrower . (Revised 06-21-96, SPECI AL PN.)

The County Supervisor will maintain a current record of each borrower's
security. Wienever an inspection is performed, the borrower must conpl ete and
sign Form RD 1962-1, in accordance with 81924.56 if it has not been previously
conpl eted for the year

(a) GCounty Supervisor's responsibilities . Chattel security will be

i nspected annual |y except in cases where the County Supervisor has
justified in the assessment or analysis review that no undue risk

exi sts. An FO borrower who has been current with the Agency and who has
provided chattels as additional security is an exanple of a case where
an inspection may not be needed. Al inspections will be recorded in
the running record of the borrower's file. Mre frequent inspections
shoul d be nmade for delinquent borrowers or borrowers that have been
indebted for less than 1 full crop year. The County Supervisor will

di scuss the provisions of 881962.17 and 1962. 18 and assi st the borrower
in conpleting the form |If a borrower does not plan to di spose of any
chattel security, the formshould be conpleted to show this and shoul d
be signed. Wen the County Supervisor has other contacts with the
borrower, the County Supervisor should al so check for dispositions and
acquisitions of security. GChanges will be recorded on the form dated
and initialed by the borrower and the County Supervisor. The purpose of
all inspections is to:
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(1) Verify that the borrower possesses all the security,
(2) Determne security is properly maintained, and
(3) Supplenent security instrunents.

(b) Dispositions. The County Supervisor will record all dispositions
of chattel security on FormRD 1962-1, and on the file copy of the
security agreenent or chattel nmortgage. The original security
instrument nmust not be altered. Additional acquired chattel security
shoul d be entered on the file copy of the security agreenent or chatte
nortgage and nmust be described on subsequent security instruments.

(c) Unapproved dispositions . Unapproved dispositions of security wll
be handl ed i n accordance with 881962. 18 and 1962. 49.

81962.17 Disposal of chattel security, use of proceeds and rel ease of lien

(a) Ceneral . The County Supervisor will instruct borrowers of their
responsibility to account for security when | oans are nade and as often
thereafter as necessary. Purchasers of security who inquire shoul d be
informed that the property is subject to the Agency's lien and checks
shoul d be nmade payable jointly to the borrower and the Agency. A
borrower's account is accel erated under this paragraph when

Exhibit D, E, or E-1 to subpart A of part 1955 is sent to the borrower.
(Revi sed 06-21-96, SPECIAL PN)

(1) The borrower nust account for all security. Wen the borrower
sells security, the property and proceeds remai n subject to the
Agency's lien until the lien is released. Al checks, drafts, or
noney orders whi ch the borrower receives for the sale of collatera
listed on Form RD 1962-1 nust be payable to both the borrower's name
and the Agency unless all Agency loan installnments for the period of
the form have been paid including any past-due installnments. |If the
borrower di sposes of collateral or uses the proceeds in a way not
listed on Form RD 1962-1, the borrower will have violated the | oan
agreenent, and the Government will not release its security interest
inthe collateral. The Agency will take actions required by
81962. 18 when the borrower fails to account for security. Rel eases
of sales proceeds will be termnated when the borrower's accounts
are accelerated. Term nation of such releases will not occur prior
to accel eration.
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(b)

(2) Section 1924.56 requires that there nust always be a current
Form RD 1962-1 in the file of a borrower with a | oan secured by
chattels. |If a borrower asks the Agency to rel ease proceeds from
the sale of chattels and there is a current FormRD 1962-1 in the
file, the request will be approved or disapproved in accordance wth
paragraph (b) of this section. |If the borrower's request for

rel ease is denied, the borrower nust be given attachnent 1 of
exhibit A of subpart S of part 1951, a witten explanation of the
reasons for the denial, and the opportunity for an appeal in
accordance with 7 CFR part 780. |nmedi ately upon determ ni ng that
the borrower does not have a current FormRD 1962-1 in the file, the
County Supervisor will imrediately contact the borrower to devel op
one. (Revised 06-21-96, SPECI AL PN)

(3) If the borrower requests a change(s) to FormRD 1962-1, and the
County Supervi sor can approve the change(s), the borrower and the
County Supervisor will initial and date each change in accordance
with item(6) in the Forns Manual Insert (FM) for Form RD 1962-1.
The formwi Il be narked "Revised' and the borrower will be notified
inwiting confirmng that the change(s) has been approved.

Use of Form RD 1962-1 .

(1) County Supervisors are authorized to approve or di sapprove

di spositions of chattel security in accordance with this subpart.
The County Supervisor, with the assistance of the borrower, will
conpl ete Form RD 1962-1 in accordance with the Forns Manual Insert
to show how, when, and to whomthe borrower wll sell, exchange, or
consune security and use sal e proceeds (include nilk sale proceeds).
Covernnent paynments, crop insurance and insurance proceeds derived
fromthe loss of security will also be accounted for on Form RD
1962-1. This includes, for exanple, sale proceeds on hand and crops
in storage. Only the proceeds fromthe sal e of
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normal inconme security can be used to pay essential famly and farm
operation expenses. Proceeds fromthe sale of basic security will
not be used for essential famly living and farm operating expenses.
In addition to paynment of prior liens, basic security can only be
rel eased for the purposes listed in paragraphs (b)(2)(iv) through
(b)(2)(vii). Wien proceeds fromthe disposition of normal incone
security are to be used to pay essential famly living or farm
operati ng expenses, County Supervisors nust approve the disposition
Any di sposition of basic or nornmal income security nmust be recorded
on FormRD 1962-1. However, the borrower is responsible for

provi ding the County Supervisor with the necessary information to
update the Farm and Hone Plan and Form RD 1962-1. (Revised 09-01-
93,

PN 212.)

(2) Under all circunstances, sale proceeds must be remtted to
creditors with liens on the proceeds, in order of priority of those
liens. Proceeds which are rel eased by a prior |ienholder or which
are in excess of the amount due to prior lienholder or which cone to
FHA can be used as follows: (Revised 8-26-87

PN 62.)

(i) The FormRD 1962-1 mnust provide for rel eases of normnal

i ncome security so that the borrower can pay essential famly
living and farm operating expenses. However, proceeds fromthe
sal e of basic security will not be used to pay essential fanmly
living or farm operating expenses. (Revi sed 09-01-93,

PN 212.)

(ii) Essential expenses are those which are basic, crucial or
i ndi spensable. The follow ng itens are guidelines of what
normal |y may be considered essential famly living and farm
operating expenses: (Revised 04-17-91, SPECI AL PN)

Househol d operati ng

Food, including |unches

A ot hing and personal care

Heal t h and nedi cal expenses, including
medi cal insurance

House repair and sanitation

School , church, recreation

Personal insurance

Transportation

Furnitur e

H red Labor

Machi nery repair

Farm bui | di ng and fence repair
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(11- 1- 85)

Interest on |loans and credit or
pur chase agreenent

Rent on equi prent, |and, and buil di ngs

Feed for aninals

Seed

Fertilizer

Pesticides, he rbicides, and spray naterials

Farm suppl i es not included above

Li vest ock expenses, including nmedi ca
supplies, artificial insemnation
and veterinarian bills

Machi nery hire

Fuel and oi

Personal property tax

Real estate taxes

Wt er charges

Property and crop insurance

Auto and truck expenses

Uilities payments

Payments on contracts or |oans secured
by farm and, necessary farm equi pnent,
l'ivestock, or other chattels

Essential farmmachinery. An item of
essential farm machi nery which is beyond
repair may be replaced when the County
Supervi sor deternines that replacenent
is a better choice than alternatives such
as the lease of a simlar piece of machinery
or the hiring of the service.

(iii) ALl of the itens in paragraph (B)(2)(ii) may not always
be considered essential for every famly and farm ng operation
County Supervisors nmust consider the individual borrower's
operation, what is typical for that type of operation in the
area admni stered by the County Supervisor, and what woul d be
an efficient method of production considering the borrower's
resources. County Supervisors will refer to Exhibit E of this
subpart for guidance in determ ning whether an expense wll be
consi dered essential and the anount of proceeds which shoul d be
rel eased. Wen the borrower and County Supervi sor cannot agree
that an expense is essential, the County Supervisor will notify
the borrower, in witing, of why the requested rel ease was
denied, including why it is not basic, crucial, or

i ndi spensable to the famly and/or
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the farmng operation. This notice will also give the borrower
an opportunity to appeal in accordance with Subpart B of Part
1900 of this chapter and paragraphs (a)(2) and (b)(5) of this
section. (Revised 09-01-93,

PN 212.)

(iv) Proceeds can be applied to the FnHA debt
(Renunbered 10-14-88, SPEC AL PN)

(v) Proceeds can be used to purchase property better suited to
the borrower's needs if FnHA will acquire a lien on the new
property. The new property, together w th any proceeds applied
to the FnHA i ndebt edness, will have a value to FnHA at | east
equal to the value of the lien formerly held by FnHA on the old
security.

(Renunber ed 10- 14-88, SPEC AL PN)

(vi) Proceeds can be used to preserve the security because of
a natural disaster or other severe catastrophe, when the need
for funds cannot be net by other neans or wth an FnHA | oan or
an FnHA | oan cannot be nmade in tinme to prevent the borrower and
FHA from suffering a substantial [oss. (Renunbered 10-14-88,
SPECI AL PN.)

(vii) Property can be exchanged, with prior FrHA approval and
in accordance w th paragraph (b)(5) of this section, for
property which is better suited to the borrower's needs if FrnHA
will acquire a lien on the new property, at |east equal in
value to the lien held on the property exchanged.

(Revi sed 09-01-93, PN 212.)

(viii) Property can be consuned by the borrower as foll ows:
(Renunber ed 10-14-88, SPECI AL PN.)

(A) Livestock can be used by the borrower's famly for
subsi st ence.

(B) If crops serve as security and usually woul d be market ed,
the County Supervisor can allow such crops to be fed to
l'ivestock, provided, this is preferable to direct marketing and
al so provided that FnHA obtains a lien (or assignment) on the
l'ivestock and |ivestock products at |east equal to the lien on
the crops.
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(3) The borrower nust maintain records of dispositions of property
and the actual use of proceeds and nust nake these records avail abl e
to the County Supervisor at the end of the period covered by the
Form RD 1962-1, or when requested by the County Supervisor. The
County Supervisor will conplete the "Actual™ colums on that form

i ndi cati ng approval or disapproval, making sure that the

di spositions of property and uses of proceeds were as agreed upon.
If they were not, the County Supervisor will take the actions
required by 81962.18. On the form the County Supervisor will note
approval or disapproval of each disposition. (Revised 06-21-96,
SPECI AL PN.)

(4) If, for any sale, the amount of proceeds actually received is
above or bel ow the amount of proceeds planned to be received as
shown on Form RD 1962-1, the borrower will imediately notify the
County Supervisor. |If the borrower sells security to a purchaser
not listed on the Form RD 1962-1, the borrower rnust inmmedi ately
notify the County Supervisor of what property has been sold and of
the name and busi ness address of the purchaser. Such notification
may be by tel ephone to the County Ofice, by letter, by visit to the
County Ofice, or any other nethod the borrower chooses.

(Revi sed 08-26-87, PN 62.)

(5 If a borrower wants to di spose of chattel security which is not
listed on Form RD 1962-1 or wants to di spose of chattel security in
a way not listed in the "How' section or wants to use proceeds in a
way not listed in the "Use of Proceeds"” section on Form RD

1962-1, the borrower nust obtain the Agency's consent before the

di sposition or before the proceeds are used. The County Supervi sor
must gi ve consent for the rel ease of nornal inconme security if the
change is necessary for the borrower to neet essential famly living
and farm operati ng expenses. Consent nust also be given if the
conditions set out on the formand in paragraph (b)(2) of this
section are net. The borrower may obtain prior consent by

t el ephoni ng the County Office, by letter, by visiting the County

O fice, or by any other method the borrower chooses. Wen revisions
are agreed to over the tel ephone, the County Supervisor mnust revise
the Form RD 1962-1 contained in the borrower's case file, initia
and date the change, and mark the form"Revised.” The County
Supervisor will then either wite to the borrower and send a copy of
the "Revised" formto the borrower asking the borrower to date and
initial the change and return the formto the County (fice, or the
County Supervisor will ask the borrower to date and initial the
change the next tinme the borrower is in the County Office. Changes
that would result in a major change (exanpl es of major changes are:
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(c)

feeder pig to sow operation, cow calf to feeder steer operation
dairy to row crop, etc.) in a borrower's operation wll always
require a visit to the County Ofice so that the County Supervi sor
and the borrower can conplete a new farmand honme pl an and revise
Form RD 1962-1. The County Supervisor will be responsible for
determining if the requested change is najor or not. If a revision
cannot be agreed upon, see 81924.56. (Revised 06-21-96,

SPECI AL PN.)

Rel ease of liens . (Revised 04-30-92, SPECI AL PN.)

(1) Liens will be released by the County Supervi sor when security
is sold, exchanged or consumned, provided the conditions set out on
Form RD 1962-1 and in this subpart are net.

(2) Junior liens on chattels and crops serving as security for
Agency | oans can be rel eased when such property has no present or
prospective security value or enforcenment of the Agency lien would
be ineffectual or uneconomical. The following infornmation will be
docunented in the runni ng case record:

(i) The present market value of the chattels or crops, as
determ ned by the County Supervisor, on which the Agency has a
val uel ess junior lien. (Revised 06-21-96, SPECI AL PN )

(ii) The names of the prior |ienhol ders, anount secured by
each prior lien, and the present market val ue of any property
whi ch serves as security for the anount. The val ue of al
property which serves as security for anmounts owed to prior

l'i enhol ders must be consi dered to determ ne whether the junior
lien has any present or prospective val ue.

(3) Liens obtained through a nutual m stake can be rel eased. The
reasons for the rel ease nmust be documented in the running case
record

(4) Liens can be released when there is no evidence of an existing
i ndebt edness secured by the lien in the records of the Agency's
County, State, or Finance Ofice. (Revised 06-21-96, SPECI AL PN.)

(5) Liens on separate itens of chattels can be rel eased to anot her
creditor for any authorized Farm Credit Prograns | oan purpose when
it has been determined by a current appraisal that the value of the
remai ning security is substantially greater than the remaining
Agency debt. (Revised 06-21-96, SPECI AL PN)

14
(Revi si on 5)



§1962.17 (Con.) RD I nstruction 1962- A

(d) Processing the rel ease of chattel security

(1) If the borrower or an interested third party requests a rel ease
of specific itens which nust be recorded under the UCC or chatte
nortgage | aws, Form RD 462-12, "Statements of Continuation, Partia
Rel ease, Assignments, etc.," FormRD 460-1, "Partial Release," or
other fornms approved by OC and required by State statute will be
used. Care must be used to be sure that only specific itens are

rel eased; for exanple, if a borrower requests a rel ease of five
cows, nmake sure that not all the cattle are rel eased fromthe FnHA
lien. Wen specific itens are listed on the security agreenent, the
County Supervi sor should record the disposition on the work copy of
the security agreement and on Form RD 1962-1

(2) Assignnments and consent to payment of proceeds wll be
processed under Subpart A of Part 1941 of this chapter and recorded
on Form RD 1962-1
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(i) Wen it is necessary to tenporarily anend Form RD 441- 18,
"Consent to Paynment of Proceeds From Sal e of Farm Products,” or
Form RD 441-25, "Assignnment of Proceeds Fromthe Sale of Dairy
Products and Rel ease of Security Interest,” Form RD 462-9,
"Tenporary Amrendnent of Consent to Paynent of Proceeds From
Sal e of Farm Products,” will be used. Al anendnents of

assi gnnent agreenents will be nade on forns approved by OCC
The Sate Director will issue a State Supplenment with the advice
of OC and prior approval of the National Ofice on the use of
other forms. The original formafter conpletion will be
forwarded directly to the person or firm maki ng the paynent
agai nst which the assignment is effective, and a copy will be
kept in the borrower's case file. Al anendnents of assignment
agreenents will be approved and recorded on Form RD 1962-1
Conditions of this section nust be met. The County Supervi sor
will see that paynments are made in accordance with the origina
consent when the anmendnent period expires. Nornally, a
tenporary amendnent will not exceed a six nmonth peri od.

(ii) Wen FHA is not expecting payment fromthe proceeds of a
product on which it has a lien but the purchaser of the product
i nqui res about paynent, a letter should be witten to the
purchaser as foll ows:

"The Farmers Hone Administration (FnHA) has a security interest
in the (name of product) being sold to you by (name and address
of borrower), but at the present tine is not |ooking to the
proceeds fromthe sale of that product for paynent on the debt
owned to this agency. Therefore, until further notice, it wll
not be necessary for you to make payment to FnHA for such
product . "

(e) Releases of liens on wool and nohair marketed by consi gnnent

(1) GConditions. Liens on wool and nohair may be rel eased when the
security is nmarketed by consignnment, provided all the follow ng
conditions are net:
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(i) The producer assigns to FnHA the proceeds of any advances
made, or to be nmade, on the wool or nohair by the broker, |ess
shi ppi ng, handling, processing and narketing costs.

(ii) The producer assigns to FnHA the proceeds of the sale of
the wool or nohair, |ess any remai ning costs in shipping,
handl i ng, processing, and narketing, and | ess the anount of any
advance (including any interest which nay have accrued on the
advance) made by the broker against the wool or nohair.

(iii) The producer and broker agree that the net proceeds of
any advances on, or sale of, the wool or mohair will be paid by
checks nade payable jointly to the producer and FnHA

(2) Authority. The County Supervisor nmay execute rel eases of the
Governnment™s Tien on wool and nohair on Form RD 462-4, "Assignnent,
Accept ance, and Rel ease."” Since Form462-4 is not a binding
agreenent until executed by all parties in interest, including the
producer, the broker and the Government, the County Supervisor nay
execute it before other parties signit.

(f) MNotice of termnation of security interest to purchasers of farm
products under consents or assignnments upon paynent in full . County
Supervisors Wl notify purchasers of farmproducts as soon as the FrnHA
has recei ved paynment in full of indebtedness for collection of which it
has accepted assignnents or consents to paynent of proceeds fromthe
sale of the farmproducts. Wen FormRD 441-18 is in effect under the
UCC, the notice to the purchaser will be nade on Form RD 460-8, "Notice
of Termnation of Security Interest in FarmProducts.” Wen assignments
have been used, the notice to the purchaser will be by letter or by
forns prescribed by State Suppl enments.

(g) Release of FMHA's interest in insurance policies . Wen an FrHA
lien on property covered by insurance has been rel eased, the County
Supervisor is authorized to notify the insurance conpany of the rel ease.
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8§1962. 18 Unapproved disposition of chattel security

(a) Ceneral . W en the County Supervisor |learns that a borrower has
nmade a disposition of chattel security in a manner not provided for on
Form RD 1962-1 or becones aware of the m suse of proceeds by a borrower,
corrective action nust be taken to protect the Government's interest.
(revised and renunbered 4-12-89, PN 106)

(b) MNotice to borrowers . Wen a borrower has not properly accounted
for the use of proceeds fromthe sale of chattel security, the County
Supervi sor mnust request restitution by uss of a letter simlar to Quide
letter 1962-A-5. (Renunbered 4-12-89, PN 106)

(1) If the borrower nakes restitution or provides sufficient
information to enabl e the County Supervisor to post-approve the
transaction on Form RD 1962-1, no further action will be taken
agai nst the borrower. Post-approval can only be given under the
conditions set out in 81962.17(b) of this subpart. ly one such
transgression can be allowed in any period covered by the FormRD
431-2, or other simlar plan of operation acceptable to FnHA

bet ween annual security inspections, whichever is appropriate, and
this nmust be nade clear to the borrower.

(2) If the borrower does not nake restitution, if the County
Supervi sor cannot post-approve the transaction, or if the borrower
makes a second unaut hori zed di sposition of security or m suse of
proceeds after settling the first offense as provided in paragraphs
(a) and (b) of this section, the County Supervisor will proceed in
accordance with 81962.49 of this subpart. (Revised and renunbered
4-12-89, PN 106)

(Continued on page 19)
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RD I nstruction 1962-A

81962.19 ddains against Commodity Credit Corporation (CCC

This section is based on a Menorandum of Under st andi ng bet ween CCC and
FHA (see Exhibit A of this subpart). The nenmorandumsets forth the procedure
to foll ow when producers sell or pledge to CCC as | oan col |l ateral under the
Price Support Program commodities on which FrHA holds a prior lien, and when
the proceeds, or an agreed amount fromthem are not renmtted to FnHA to apply
agai nst the producer's indebtedness to FnHA. I n addition to the procedures
outlined in Exhibit A the follow ng apply:

(a) GCounty Ofice action .

(1) dains will not be filed with CCC until it is determ ned that

t he anmount invol ved cannot be collected fromthe borrower.
Therefore, after prelimnary notice is given of this fact to CCC by
the State Director, the County Supervisor will nake inmredi ate demand
on the borrower for the amount of the OCCC | oan or the portion of it
whi ch shoul d have been applied to the borrower's account. |If
payment is nmade, the State Director will be notified.

(i) If payment is not made, the County Supervisor wll

det erm ne whether or not the case should be liquidated in
accordance with 81962.40 of this subpart. Any |iquidation
action will be taken imrediately. [If the borrower has no
property fromwhich recovery can be nmade through |iquidation
or, if after liquidation, an unpaid bal ance remains on the

i ndebt edness secured by the commodity pl edged or sold to CCC
the County Supervisor will make a full report to the State
Director on Form RD 455-1, "Request for Legal Action,” with a
recomrendation that a claimbe filed against CCC. However, if
the indebtedness is paid through liquidation action, the State
Director will be notified by nenorandum

(ii) If the facts do not warrant |iquidation action, the State
Director will be notified, and a recomrendation will be nmade
that no claimbe filed agai nst CCC.

(2) Onreceiving information fromthe State Director that CCC has
called the borrower's |l oan, the County Supervisor will act to
protect FnHA's interest with respect to the commodity if CCCis
repai d.

(b) State Ofice action .

(1) The State Director, on receipt of reports and recommendati ons
fromthe County Supervisor, wll:

(i) If in agreement with the County Supervisor's
recomrendation not to file a claimagainst CCC or if notice is
recei ved that the indebtedness has been paid, forward notice to
CCC.
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8§1962.19 (b) (Con.)

(ii) If in agreement with the County Supervisor's
recomrendation to file a claimagai nst COC, refer the case to
OC with a statenent of facts.

(iii) If O3C determnes that FnHA holds a prior lien on the
comodity and the amount due on its loan is not collectible
fromthe borrower, send CCC a copy of the O3C nenorandumwith a
conpl ete statenment of facts supporting the claimthrough the
appl i cabl e ASCS office or notify CCCif the O3C nenorandum does
not support FmHA's claim

(2) The State Director will notify the County Supervisor pronptly
on receiving information from CCC that the borrower's loan is being

cal | ed.
(3) If collection cannot be made fromthe borrower or other party
(see paragraph 5 of Exhibit A of this Subpart), the State D rector

will give CCC the reasons. FnmHA will then be paid by CCC through
the applicabl e ASCS offi ce.

881962. 20- 1962. 25 [ Reser ved]

81962.26 Correcting errors in security instrunents

The County Supervi sor may use Form RD 462-12, to correct mnor errors in
a financing statenent when the errors are not serious (i.e., a slightly
m sspell ed name). OGC will be asked to determ ne whether or not such errors
are in fact mnor. The County Supervisor may al so use Form RD 462-12 to add
chattel property to the financing statenent (i.e., a new type or item of
chattel or crops on | and not previously described).

81962.27 Termination or satisfaction of chattel security instruments

(a) GConditions. The County Supervisor may termninate financing
statenments and satisfy chattel nortgages, chattel deeds of trust,
assi gnnents, severance agreenents, and other security instrunents when:

(1) Paynent in full of all debts secured by collateral covered by
the security instruments has been received; or

(2) Al security has been liquidated or rel eased and the proceeds
properly accounted for, including collection or settlenent of all
clains against third party converters of security, even though the
secured debts are not paid in full. This includes collection-only
and debt settlenent cases; or
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81962. 27 (a) (Con.) RD I nstruction 1962-A

(3) The U S. Attorney has accepted a conprom se offer in ful
settlement of the indebtedness and has asked that action be taken to
satisfy or termnate such instruments; or

(4) FnHA has a financing statenent or other lien instrument which
descri bes the real estate upon which crops are | ocated but neither
the borrower nor FmHA has an interest in the crops because the
borrower no | onger occupies or farnms the prem ses described in the
lien instrument. Such action will only relate to the crops.

(b) Formof paynent .

(1) Security instrunents may be satisfied or the financing
statenents may be term nated on receipt of final paynment in
currency, coin, US. Treasury check, cashier's or certified check,
bank draft, postal or bank noney order, or a check issued by a party
known to be financially responsible.

(2) Wien the final paynment is tendered in a formother than those
menti oned above, the security instruments will not be satisfied
until 15 days after the date of the final payment. However, in UCC
States the termnation statenent will be signed and sent to the
borrower within 10 days after receipt of the borrower's witten
request but not until the 10th day unless it previously has been
ascertained that the payment check or other instrunent has been paid
by the bank on which it was drawn. (See subsection (c) of this
section for the reason for the 10-day requirenent.)

(c) Filing or recording termnation statements . Financing statenents
will be termnated by use of FormRD 462-12 if provided by a State
suppl ement .

(1) Under UCC provisions if FnHA fails to give a termnation
statenent to the borrower within 10 days after witten demand, it
will be liable to the borrower for $100 and, in addition, for any
| oss caused to the borrower by such failure unl ess otherw se
provided by a State supplenent. In the absence of denand for a
termnation statenment by the borrower, a termnation statenent will
be delivered to the borrower when the notes have been paid in full.

(2) However, if FnHA has been neeting the borrower's annual
operating credit needs in the past and expects to do so the next
year, the financing statenments need not be termnated in the absence
of such demand unless a | oan for the succeedi ng year will not be
made or earlier termnation is required by a State suppl enent.
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(d) Filing or recording satisfactions . Satisfactions of chattel
nortgages and simlar instruments will be nade on Form RD 460- 4,
"Satisfaction,” or other formapproved by the State Director. The
original of the satisfaction formw |l be delivered to the borrower for
recording or filing and the copy will be retained in the borrower's case
file. However, if the State suppl enent based on State | aw requires
recording or filing by the nortgagee, a second copy will be prepared for
the borrower and the original will be recorded or filed by the County
Supervisor. Wen State statutes provide that satisfacti ons nay be
acconpl i shed by narginal entry on the records of the recording office,
or when FormRD 460-4 is not legally sufficient because speci al

ci rcunst ances require some other formof satisfaction, County

Supervi sors are authorized to make such satisfactions according to State
suppl ements. I n such cases, FormRD 460-4 will not be prepared but a
notati on of the satisfaction will be nmade on the copy of Form RD 451-1,
"Acknowl edgment of Cash Paynent,” or Form RD 456-3, "Journal Voucher for
Wite-Of or Judgment,” which will be retained in the borrower's case
fol der.

(e) Satisfaction or termnation of lien when old | oans cannot be
identified. Wien a request is received for the satisfaction of a crop
or chattel lien, or for the termnation of a financing statement and the
status of the account secured by the lien cannot be ascertained from
County O fice records, the County Supervisor will prepare a letter to
the Finance Ofice reflecting all the pertinent information available in
the County Office regarding the account. The letter will request the
Finance Ofice to tell the County Supervisor whether the borrower is
still indebted to FnHA and, if so, the status of the account. |If the
Finance Ofice reports to the County Supervisor that the account has
been paid in full or otherwi se satisfied or that there is no record of
an i ndebt edness in the name of the borrower, the County Supervisor is
authorized to issue a satisfaction of the security instruments on Form
RD 460-4 or other approved formor to effect the satisfaction by

margi nal release, or a termnation on FormRD 462-12 as appropri ate.

81962. 28 [ Reserved]

8§1962.29 Paynent of fees and i nsurance preni uns

(a) Fees.

(1) Security instruments . Borrowers nust pay statutory fees for
filing or recording financing statenents or other security
instruments (including FormRD 462-12, or other renewal statenents)
and any notary fees for executing these instruments. They al so nmust
pay costs of obtaining lien search reports needed in properly
servicing security as outlined in this subpart. Wenever possible,
borrowers shoul d pay these fees directly to the officials giving the
service. Wien cash is accepted by FnHA enpl oyees to pay these fees,
Form RD 440- 12, "Acknow edgnent of Payment for Recording, Lien
Search and Rel easing Fees,” will be execut ed.
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§ 1962.29(a)(1) (Con.)

If the borrower cannot pay the fees, or if there are fees referred
to in paragraph (a)(2) and (3) of this section that must be paid by
the Agency, the field office may pay themas a petty purchase or in
accordance with RD Instruction 2024-E. (Revi sed 05-26-98,

SPECI AL PN.)

(2) Satisfactions. The borrower nust pay fees for filing or
recording satisfactions or ternmnation statenents unless a State | aw
requi res the Agency to pay them

(3) MNotary fees. The Agency will pay fees for notary service for
executing rel eases, subordinations, and rel ated docunents for and on
behal f of the Agency if the service cannot be obtained without cost.

(b) Insurance premuns . Field offices are authorized to voucher for
the payment of bills for insurance premuns on chattel security, in
accordance with RD Instruction 2024-A. Bills may be paid when:
(Revised 08-13-92, SPECIAL PN)

(1) A borrower cannot pay the premuns fromtheir own resources at
the time due;

(2) Anticipated crop inconme does not materialize which woul d
normal |y be rel eased for the paynment of crop insurance;

(3) It is not practical to process a |loan for that purpose
(4) It is necessary to protect the Agency's interest; and

(5) The anount advanced can be charged to the borrower under the
provi sions of the security instrunent.

§ 1962.30 Subordination of liens on chattel security . (Revised 05-26-98,
SPECI AL PN.)

(a) Purposes. Subject tothe limtations set out in paragraph (b) of
this section, the Agency chattel |liens may be subordinated to a lien of
another creditor in either of the follow ng situations:

(1) The prior lien will soon nature or has matured and the prior
i enhol der desires to extend or renew the obligation, or the
obligation can be refinanced. The relative lien position of the
Agency nust be mai nt ai ned; and

(2) The subordination will permt another creditor to refinance
other debt or lend for an authorized direct |oan purpose.
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§ 1962.30 (Con.)

(b)

Conditions. Agency chattel liens may be subordinated to a lien of

another creditor if all of the follow ng conditions are met:

(c)

(1) If the lien is on basic chattel security, the amount of
subordination is necessary to provide the lender with the security
it requires to nmake the | oan

(2) The subordination is limted to a specific amount and the | oan
to be secured by the subordination is closed within a reasonabl e
tinme and has a definite naturity date.

(3) Only one subordination to one creditor may be outstandi ng at
any one time in connection with the sane security.

(4) The borrower has not been convicted of planting, cultivating,
grow ng, producing, harvesting or storing a controlled substance
under Federal or State law “Borrower” for purposes of this

provi sion, specifically includes an individual or entity borrower
and any nenber stockhol der, partner, or joint operator, of an entity
borrower and any nenber, stockhol der, partner, or joint operator of
an entity borrower. “Controlled substance” is defined at 21 CFR
part 1308. The borrower will be ineligible for a subordination for
the crop year in which the conviction occurred and the four
succeedi ng crop years. Applicants nust attest on the Agency
application formthat it and its menbers, if an entity, have not
been convi cted of such a crine.

(5 The loan funds will not be used in such a way that will
contribute to erosion of highly erodible [and or conversion of

wetl ands for the production of an agricultural comrodity accordi ng
to RD Instruction 1940-G

(6) The borrower can docurent the ability to repay the total anount
due under the subordination and pay all other debt paymnents
schedul ed for the operating cycle.

(7) The Agency loan is still adequately secured after the
subordination, or the value of the |oan security wll be increased
by at |east the amount of the advances to be nmade under the terns of
t he subordination, including advances nmade to purchase crop inputs
or livestock. (Revised 07-15-98, PN 293.)

Approval . Loan approval officials may approve subordinations if

the amount of the subordination, plus the principal balance of existing
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subordinations is not nmore than their approval authority for the type of
| oan bei ng subordinated. Wien the lien priority for nore than one type
of loan is subordinated, the total amount the approval official's
authority will be limted to the loan with the | owest approval authority
for that official. The State Executive D rector may approve

subordi nati ons regardl ess of the anount. The State Executive Director
may del egate their authority for approving subordinations to qualified
State O fice enpl oyees.

(d) Subordination to make a guaranteed loan . Notw thstanding the
requi renents of this section, subordinations on chattel security to make
a guaranteed loan will be approved in accordance with § 1980.108 of FSA
Transferred Instructi on 1980-B.

(e) Forms. A chattel subordination will be requested by conpleting
itens 1, 22, 23, and 36 on Form FSA 410-1. Form FnHA 431-2 or ot her
simlar plan of operation acceptable to FSA will show the subordination
and repayment. (Revised 07-15-98, PN 293.)

(1) The application data for the subordination request will be
entered in the Application Processing Mdul e of the Managemnent
Records System (MRS) and flagged as a subordinati on.

(2) Subordinations will be executed on Form RD 460- 2,

"Subordi nation by the Governnent,” or on other forns approved by the
State with O3C s advice. |f FormRD 460-2 does not conformto a
State's recording requi rements, a State suppl enrent nmay be used, if
approved by OC, to nodify the form

(f) Loans under OCC program . A subordination or lien waiver to allow
a borrower to obtain a CCC price support loan will be processed

in accordance with Exhibits B and C of this subpart and RD

I nstruction 2000- AAA.  (Revised 07-15-98, PN 293.)

(1) Wen a bank, ginner, or warehouseman advances the full val ue of
a CCC | oan on cotton to the borrower, the | ocal |oan servicing
official may execute the |ienhol der's wai ver on Form CCC Cotton A
even though item?2 of that formshows that the CCC |oan will be
distributed to such a bank, ginner, or warehousenan. Loan servicing
officials may approve waivers of crop liens in accordance with
paragraph (c) of this section as they would a subordinati on.

(2) Rotation or exchanges of crops stored under the CCC G ain
Reserve Programwi || be processed in accordance with Exhibit C of
this subpart.
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(g) Rescheduling existing Agency debts . The Agency may consent to
reschedul i ng of an existing Agency debt when a subordination is granted
to the debt of another |ender. The rescheduling will be allowed only
when t he borrower cannot reasonably be expected to neet all currently
schedul ed instal |l nents when due and the conditions of FSA Transferred
Instruction 1951-S are net.

(h) Appraisal . A chattel appraisal report will be obtained when the
exi sting appraisal report is nore than 2 years old or the information in
the file is inadequate to nake the value deternmination required in this
section. The Agency may use an appraisal submitted by the borrower if
it is substantially simlar to Form RD 440-21, “Appraisal of Chatte
Property,” and prepared by a qualified appraiser according to USPAP

88 1962.31 - 1962.33 [Reserved]

§ 1962.34 Transfer of chattel security and EO property and assunption of
debts.

Chattel and EO property may be transferred to eligible or ineligible
transferees who agree to assume the outstanding | oan, subject to the
provisions of this section. A transfer and assunption may al so be nmade when
a borrower or the former spouse and co-obligor of a divorced borrower
withdraws fromthe operation or dies. The transfer of accounts secured by
real estate or both real estate and chattels will be processed under FSA
Transferred Instruction 1965-A  Attachnment 1 of FSA Transferred Instruction
1951-S nust be sent to the transferor/borrower as soon as they inquire with
the loan servicing official about a transfer. The transferee/applicant mnust
not have been convicted of planting, cultivating, grow ng, producing,
harvesting or storing a controlled substance under Federal or state |aw
“Applicant ” for purposes of this provision, specifically includes an
indi vidual or entity and any nenber stockhol der, partner, or joint operator
of an entity and any menber, stockhol der, partner, or joint operator of an
entity. “Controlled substance” is defined at 21 CFR part 1308. The
applicant will be ineligible for a transfer and assunption for the crop year
in which the conviction occurred and the four succeeding crop years.
Applicants as individuals, or as nenbers of an entity, nust attest on Form
FSA 410, “Application for FSA Services,” that it has not been convicted of
such a crime. A decision to reject an application for transfer and
assunption for this reason is not appeal able. (Revised 05-26-98,

SPECI AL PN.)

(a) Transfer to eligibles . Transfers of chattel security and EO
property to a transferee who is eligible for the kind of |oan being
assuned or who will becone eligible after the transfer may be approved,
provi ded:
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(1) The transferee assumes the total outstandi ng bal ance of the
FHA debts or that portion of the outstanding bal ance equal to the
present narket value of the chattel security or EO property, |ess
any prior liens, if the property is worth less than the entire debt.

(2) Cenerally the debts assuned will be paid in accordance with the
rates and terns of the existing notes or assunption agreements.

Form RD 460-9, "Assunption Agreenent (Sane Termns-Eligible
Transferee),” will be used. Any delinquency and any deferred
interest outstanding will be schedul ed for payment on or before the
date the transfer is closed. If the existing |oan repaynment period
i s extended, the debt being assuned may be reschedul ed usi ng Form RD
1965-13, "Assunption Agreenent (Farmer Program Loans)." The new
repayment period may not exceed that for a new | oan of the sane type
and the current interest rate for such loans will be charged. |If
any deferred interest is not paid by the time the transfer takes

pl ace, it nust be added to the principal balance and the | oan nust
be assuned at new rates and terns. Upon request of an applicant
assunming a loan at new rates and ternms and/or an applicant eligible
to receive limted resource rates and terns, the interest rate
charged by FnHA will be the lower of the interest rates in effect at

the time of |oan approval or loan closing. |If the applicant does
not indicate a choice, the loan will be closed at the rate in effect
at the time of loan approval. Interest rates are specified in

Exhibit B of RD Instruction 440.1 (available in any FnHA office) for
the type assistance involved. (Revised 10-14-88, SPEC AL PN)

(3) The transfer of EMactual |oss |oans, or EMI| oans nmade before
Septenber 12, 1975, will be nade as provided under paragraph (b) of
this section. However, when one or nore of the borrowers or jointly
obligated partners or joint operators wthdraw fromthe operation
and those renai ning desire to assunme the total indebtedness and
continue the operation, a transfer to the remai ni ng borrowers,
partners, or joint operators nay be nmade as an eligible transferee.
(Revi sed 4-23-86, SPEC AL PN)

(4) The requirenments found in Exhibit Mof Subpart G of Part 1940
of this chapter are nmet. (Revised 3-4-88, SPECI AL PN.)

(b) Transfer toineligibles . Transfer of the chattel security and EO
property to a transferee who is not eligible for the kind of |oan being
assuned may be approved, provided:
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(1) It isin the Agency’'s financial interest to approve the
transfer of security or EO property and assunption of the debts
rather than to liquidate the security or EO property imredi ately.

(2) The transferee assume the total outstandi ng bal ance of the
Agency debt, or an anmount equal to the present market value of the
security of EO property as determ ned by the County Supervisor,
less any prior liens, if the value is less than the entire debts.

(3) Agency debts assuned will be repaid in anortized installnments
not to exceed 5 years using Form FnrHA 1965-13. The Farm O edit
Prograns NP interest rate for chattel property set forthin a
National Office issuance in effect at the tinme of | oan approval
will be charged. Any deferred interest not paid by the tine the
transfer takes place nust be added to the principal balance. The
transferred property, including EO property, will be subject to

any existing Agency lien. In the absence of an existing Agency
lien, newlien instrunents will be executed. (Revised 03-14-97,
SPECI AL PN.)

(4) The transferee can repay the Agency debt in accordance with
the assunpti on agreenent and can legally enter into a contract.
(Revi sed 06-21-96, SPECIAL PN)

(5) The requirenments found in Exhibit Mof Subpart G of Part 1940
are net. (Revised 06-21-96, SPECI AL PN.)

(6) The transferee has never been liable for a previous Farm Loan
Prograns (FLP) |oan or |oan guarantee which was reduced or
termnated in a nanner that resulted in a loss to the Governnent.
(Added 03-14-97, SPECI AL PN)

(c) FEffect of signature . 1In all cases the purpose and effect of

si gning an assunption agreenent or other evidence of indebtedness is to
engage separate and individual personal liability, regardl ess of any
State law to the contrary.

(d) Release of transferor fromliability . The borrower and any

cosi gner may be released frompersonal liability to the Agency when all
the chattel security or EO property is transferred to an eligible or
ineligible applicant and the total outstanding debt or that portion of
the debt equal to the present market value of the security is assuned.
However, no such release will be granted to any borrower who was liable
for any direct FLP |l oan which was reduced or terminated in a manner that
resulted in a loss to the Covernnent. The appropriate official is
authorized to approve releases fromliability in accordance with

81962. 34(h) of this subpart. Wen there will be no rel eases from
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liability, the transferor and cosigner of a Farm Cedit Prograns | oan
must be sent a letter simlar to Exhibit F of subpart A of part 1955.
(Revi sed 03-14-97, SPECIAL PN)

(e) Agency actions. The County Supervisor will clearly docunment the
determnations in the county case file. (Revised 06-21-96, SPECI AL PN)

(1) Transfer to eligible applicant . The Agency wll determ ne the
transferee's eligibility for the type of loan to be assuned. The
determ nation will be clearly docunmented in the county case file.

(2) Release fromliability . |If the total outstanding debt is not
assuned, the County Supervisor must make the foll ow ng

determ nations before he or she releases the transferor from
personal liability:

(1) The transferor and any cosigner do not have reasonabl e

ability to pay all or a substantial part of the bal ance of the
debt not assumed after considering their assets and incone at

the time of transfer;

(ii) The transferor and any cosigner have cooperated i n good
faith, used due diligence to maintain the security against

| oss, and have otherwi se fulfilled the covenants incident to
the loan to the best of their ability; and

(iii) The transferee will assune a portion of the indebtedness
at least equal to the present market value of the security.

(f) Transfer and assunpti on docket . The County Supervisor wll
assenble the following statenents and forns for transfer and assunption.

(1) A statement of the current amount of the indebtedness.

(2) A description of the security or EO property to be transferred
and a statenent about its val ue.

(3) FormFnHA 410-1, "Application for FSA Services."
(Revi sed 02-03-86, SPECIAL PN)

(4) Appropriate reconmendation if the transferor is to be rel eased
fromliability. (Revised 06-21-96, SPECI AL PN )

(5 Statenent of justification for the transfer, including a plan
of repaynent, if not otherw se shown in the docket.

(Renunbered 03-27-91, PN 161.)

(6) Reserved.
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(7) Transferee's plan of operation shown on Form RD 431-2, or other
simlar plan of operation acceptable to Consolidated Farm Service
Agency (CSFA), or Form RD 1944-3, or Form RD 431-4. (Revised 05-18-
88, PN 85.)

(8) FormRD 1965-13. (Revised 02-03-86, SPECIAL PN )

(9) FormRD 1965-8, "Rel ease From Personal Liability," when
appropri ate.

(10) FormRD 1940-1, "Request for noligation of Funds.™"

(11) FormRD 465-5, "Transfer of Real Estate Security,” wll be
used to transfer real estate security.

(g) Processing assunption agreenents . Additional security instrunents
wi |l be obtained in accordance w th advice from OGC

(1) Upon processing the assunption, the Finance Ofice will
establ i sh an account in the nane of the assum ng transferee and the
County Supervisor will be notified. (Revised 03-30-88,

PN 80.)

(2) FormRD 1905-1, "Managenment System Card - Individual,” will be
prepared for the transferee, and the | oan record cards of the
transferor will be attached.

(3) If acollectionis received fromthe transferee after the
assunption agreenent is approved but before Finance Ofice
notification to the County Ofice, FormRD 451-2, "Schedul e of
Rem ttances,” will be prepared as follows:

(i) During the period that a transfer is pending in the County
Ofice, paynments received by the Finance Ofice will continue
to be applied to the transferor's account, and Form RD 451- 26,
"Transaction Record,” will be forwarded to the County Ofice.
Thi s includes any downpaynents nmade in connection with the
transfer for reduci ng the amount

of the debt to be assumed. On receiving a paynment on the
account not included in the |atest transaction record or

nmont hly paynent account status report, the County Supervi sor
shoul d deduct such amounts fromthe total anmount of principa
and interest calculated fromthe latest information avail able
bef ore conpleting the assunpti on agreenment and having it
signed. (Revised 01-30-91

PN 155.)
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(h)

(ii) Wien the borrower has nmade a direct payment to the
Finance Ofice and there is no record of it in the County
Ofice, the account will be assumed based on the | atest record
in the County O'fice. The application of the direct payment
will be reversed fromthe account, and the assunption agreenent
will be processed in the Finance Ofice. The Director, Finance
Ofice, will contact the County Supervisor to determne how to
di spose of the proceeds fromthe direct paynent.

(iii) For payments received on the date of transfer, FormRD
451-2 will be prepared to show "Transfer in process for account
owned by (borrower's name and case nunber) to be transferred to
(name of transferee and case nunber, if known)." |If the
borrower nunber portion of the case nunber has not yet been
assigned for a transferee, only the State and County portion of
the case nunber will be shown. A statenment for the information
of the Finance Ofice will be attached to the assunption
agreenent showi ng the date of Form RD 451-2 and the amount

pai d.

(iv) Wen a payrment is due on the assunption agreenent shortly
after the transfer is conpleted, it should be collected if
possible, at the tine of transfer and remtted in the
transferee' s nane.

Approval . Loan approval officials are authorized to approve

transfer and assunption of CFSA accounts to eligible or ineligible
transferees when the debts are within their respective | oan approva
authorities stated in tables which are available fromany CFSA office
(RD Instruction 1901-A). Wien the Agency debt |ess the market val ue and
prior liens is $1 mllion or nmore (including principal, interest and
ot her charges), release of liability nmust be approved by the

Adm ni strator or designee; otherwise, the State Director nust approve
the release of liability. Al cases requiring a release of liability
will be subnitted for review in accordance with exhibit A of subpart B
of part 1956 of this chapter (available in any CFSA office). (Revised
05-31-95, PN 246.)

§81962. 35 - 1962.39 [Reserved]
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§1962. 40 Liquidation.

(a) Voluntary liquidation .

(1) Ceneral. W en a borrower contacts the Agency and asks about
voluntarily liquidating security, the borrower will be sent
Attachrments 1 and 2 of Exhibit A of Subpart S of Part 1951 of this
chapter or Attachnents 1, 3 and 4, and the prelimnary application
forns by certified mail, or the forns will be hand delivered at the
County Ofice. The servicing notices which provide possible
alternatives to liquidation provide a nmaxi rumof 60 days for the
borrower to apply for servicing. Therefore, the Agency will not

di scuss liquidation or methods of liquidation until 60 days after
the borrower receives the notices except in serious situations which
are docunented in the case file. During the 60-day time period, the
servicing official may answer questions regarding the servicing
notices. After 60 days, the borrower will be told that |iquidation
can be acconplished by: (Revised 04-17-91, SPECIAL PN)

(i) Selling the security under 81962.41 of this subpart.
(ii) Transferring the security under 81962.34 of this subpart.

(iii) Conveying the security to the Agency under RD
I nstruction 1955-A, or

(vi) Refinancing the debt w th another |ender

(2) VLien search. The servicing official will obtain a current lien
search report to determne the effect that liens of other parties
wi Il have on liquidation, the record |ienholders to whomnotices of
sale will be given, and the distribution that will be nade of the
sale's proceeds. Normally, lien searches should be obtained from
the same sources as is used when making a loan. |If obtaining the
searches fromthird party sources causes undue del ay which
interferes with orderly |iquidation, searches may be nade by the
servicing official. |If the lien search is nmade by third parti es,
the borrower will pay the cost frompersonal funds or if the
borrower refuses, the Agency will pay the cost and charge it to the
borrower's account in accordance with the security instrument or EO
Loan Agreenent. The records to be searched and the period covered
by the search will be in accordance with a State suppl enment.
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(b)

Involuntary Liquidation . (Rrevised 04-17-91, SPECIAL PN )

(1) Ceneral . W en a borrower nmakes an unapproved di sposition of
security, the directions in 881962.18 and 1962.49 of this subpart
will be followed. 1In all other cases, when the servicing official,

with the advice of the Dstrict Drector, determnes that continued
servicing of the loan will not acconplish the objectives of the

| oan, or that further servicing cannot be justified under the policy
stated in 81962.2 of this subpart, liquidation of the account(s)

wi Il be acconplished as quickly as possible under this section and
Subpart A of Part 1955 of this chapter. Wen |iquidation is begun,
it is FSApolicy to liquidate all security and EO property, except
EO property that the servicing official determnes is essential for
mnimumfamly living needs. The present narket val ue of security
that may be retained by the borrower for mninumfamly |iving needs
will not exceed $600. However, only so much of the security and EO
property will be liquidated as necessary to pay the indebtedness.

(2) FarmlLoan Prograns | oan cases . |In Farm Loan Prograns | oan
cases, borrowers who are 90 days past due (60 days delinquent) on
their payments nust receive Exhibit Awith Attachnents 1 and 2, or
Attachrments 1, 3 and 4 of Exhibit A of Subpart S of Part 1951 of
this chapter in cases involving nonnonetary default. The servicing
official will send these forns to the borrower as soon as a deci sion
is made to liquidate. The procedures set out in Subpart S of

Part 1951 of this chapter shall be followed and any appeal nust be
concl uded before any liquidation action (including termnation of
rel eases of sales proceeds) is taken. |[If the borrower fails to
return Attachment 2 of Exhibit A of Subpart S of Part 1951 of this
chapter and a prelimnary application within 60 days, the servicing
official will send Attachnments 9 and 10, or 9A and 10A, as
appropriate, of Exhibit A of Subpart S of Part 1951 of this chapter.
If the borrower fails to return Attachnents 4, 6, 6-A 10, or 10-A
of Exhibit A of Subpart S of Part 1951 of this chapter w thin 60
days, the borrower's account will be accelerated in accordance with
81955. 15(d) (2) of Subpart A of Part 1955 of this chapter and
paragraphs (b)(2)(i) and (ii) of this section. The servicing
official will then attenpt to repossess the security in accordance
with 81962.42 of this subpart. |If this is not possible, the case
will be referred for civil action in accordance with 81962. 49 of
this subpart. Unmatured installnments will be accelerated as
follows: (Revised 03-14-97, SPECIAL PN)

(i) The District Drector will accelerate all unmatured
installnents by using Exhibits D, E or E-1 of Subpart A of
Part 1955 of this chapter except in cases referred to OGC for
civil action, if the notice has previously been given.
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(ii) Exhibits DL E, or E-1 of subpart A of part 1955 will be
sent to the |last known address of each obligor, with a copy to
the Finance O fice in those cases referred to OGC for civil
action. GCounty Ofice and Finance O'fice |loan records wll be
adjusted to mature the entire indebtedness only.

(Revi sed 06-21-96, SPECIAL PN)

(3) Lien search. The County Supervisor will follow the directions
set out in paragraph (a)(2) of this section.

(c) Miltiple loans and | oans secured by both real estate and chattel s
Fol | ow t he provisions of 81965.26(c) for liquidating these | oans.
(Revi sed 06-21-96, SPECIAL PN)

(d) Assignment of direct loans . Wen liquidation of a direct loan is
approved, the State Director will be asked by the official who approved
the liquidation to i mredi ately obtain an assignnent of the loan if the
prom ssory note is not held in the County Ofice. Pending the
assignnent, prelimnary steps to effect liquidation should be taken, but
civil or other court action will not be started and clains will not be
filed in bankruptcy or simlar proceedings or in probate or

adm ni stration proceeding with respect to the direct loan claim unless
essential to protect the Government's interests and OGC recommends such
action. However, other steps need not be held up pendi ng assi gnnent.

If any problens are encountered in obtaining the assignnent, O3C may be
contacted for advice. (Revised 06-21-96, SPECI AL PN.)

(e) Protective advances .

(1) After attachments 1 and 2 or 1, 3, and 4 of exhibit A of
subpart S of part 1951 have been sent and if security is in danger
of loss or deterioration, the State Director will protect the
Covernnent's interest and approve protective advances in paynent of:
(Revi sed 06-21-96, SPECIAL PN)

(i) Delinquent taxes or assessnents that constitute prior
i ens which woul d be pai d ahead of the Agency under
81962. 44(a). (Revised 06-21-96, SPEC AL PN.)

(ii) Premuns on insurance essential to protect the
CGovernnent's interest, and

(iii) Qher costs including transportati on necessary to
protect or preserve the security.
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(f)

(2) However, such advances may not be made unl ess the anmount
advanced becones a part of the debt secured by the Agency's lien, or
is for expenses of admnistration of estates or for litigation. |If
a case is in the hands of the U S. Attorney, such advances nay not
be made without the U S. Attorney's concurrence. Moreover, such
advances may not be made in any case to pay expenses incurred by a
U S. Marshal or other simlar official such as a |local sheriff.
However, if the official seizes the property and delivers it to the
Agency for sale by the Agency, costs incurred by the Agency after
delivery to the Agency will be paid.

(3) The County Supervisor will submt a report on the need for such
advances to the State Director, including:

(i) Borrower's County Ofice case file;
(ii) Qurrent lien search report;

(iii) Statement of the type and val ue of the property and of
the circunstances which nay result in the loss or deterioration
of such property; and

(iv) A recomrendati on as to whether or not the advance shoul d
be approved.

(4) Costs incurred by the Government in protecting its interest in
security or EO property nay be paid in accordance with RD

I nstruction 2024-A, and may be charged to the borrower's | oan
account, or paid fromproceeds of the sale of security or EO
property. (Revised 06-21-96, SPECI AL PN )

Wien a borrower's security property is liquidated voluntarily or

involuntarily and there is an unpai d bal ance on the account, the County
Supervisor will neet with the borrower within 30 days to assist the
borrower in devel oping a debt settlenment offer in accordance with
subpart B of part 1956. (Revised 06-21-96, SPECIAL PN )

§1962. 41

Sale of chattel security or EO property by borrowers

Borrowers who are liquidating voluntarily and who have not been sent
Exhibit A and Attachnents 1 and 2 or 1, 3, and 4 of subpart S of part 1951
wi Il be processed in accordance with paragraph (a)(1) of 81962.40 before any
sal e occurs. (Revised 06-21-96, SPECI AL PN)

34
(Revi si on 5)



RD I nstruction 1962-A
8§1962.41 (Con.)

(a) Public sale. A borrower may voluntarily liquidate chattels by
selling the property at auction in the borrower's own name. Form

RD 455-3, "Agreenment for Sale by Borrower (Chattels and/or Rea

Estate),” will be executed by the borrower, all |ienholders, and the
clerk of the sale or other person who will receive the sal e proceeds

bef ore execution by the servicing official. Wen EO property is

i nvol ved, delete fromthe formthe reference to the Agency |ien wherever
it appears on the forns. No Agency official is authorized to bid at
such sales. The Servicing official will arrange to pronptly receive the
proceeds of the sale due the Agency for application on the borrower's

i ndebt edness.

(b) Private sale. The borrower may sell chattel security or EO
property at a private sale if:

(1) (i) The borrower has ready purchasers and can sell all of
the property for its present market value; or

(ii) The property is perishable; or

(iii) The property is of a type custonmarily sold on a
recogni zed market; or

(iv) The property consists of itens of snall value or a
l[imted nunber of itens which do not justify public sale.

(2) FormFnmHA 1962-1 may be used to approve |iquidation of such
security. The servicing official will docurment in the running case
record the reasons that a public sale was not justified.

(3) FormRD 455-3 is conpl eted before the sale.

(c) CGovernment takes possession . The borrower nay al so turn over
possessi on of the chattels to the Agency by signing Form RD 455-4,
"Agreenent for Voluntary Liquidation of Chattel Security." This form
authorizes the Agency to sell the security at either public or private
sale. If the Agency hires a caretaker, services should be obtained by
use of Form AD- 838, "Purchase Order." (Revised 12-16-92, PN 196.)

(d) Record of sale. The sale will be recorded on Form FnHA 1962-1.

(e) Unpaid debt . If the sale results in less than full payment of the
debt, the servicing official will have the County Conmttee reviewthe
case to determine if the borrower can be rel eased of personal liability

in accordance with paragraph (f) of this section. The borrower wll be
notified of the County Commttee's recommendation for or against a
rel ease of personal liability. (Revised 10-14-88, SPECIAL PN )
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(f) Release of liability . The borrower and any co-signer can be
rel eased frompersonal liability to the Agency when all the chattel
security or EO property is sold at the present narket val ue and the
proceeds are applied on the | oan accounts. If the County Conmittee

recomrends a release of liability based on the foll owi ng comrent, the
comrent will be typed on the County Committee Certification and executed
by the coomttee, and be further processed and approved in accordance
with 81962.34(h) of this subpart:

"I n our opinion (name of borrower and any cosigner) does not have
reasonable ability to pay all or a substantial part of the bal ance
of the debt owed after the cash sale, taking into consideration his
or her assets and income at the tinme of the conveyance. The
borrower has cooperated in good faith, used due diligence to

mai ntai n property against |oss, and has otherwise fulfilled the
covenants incident to the loan to the best of his or her ability.
(Narmre of borrower and any co-signer) has not been liable for a
previ ous Farm Loan Prograns (FLP) | oan which was reduced or
termnated in a nanner that resulted in a loss to the Governnent.
Therefore, we recomrend that the borrower and any co-signer be

rel eased frompersonal liability for any bal ance due on the

i ndebt edness upon conpl etion of the transaction.”

Form RD 1965-8, "Rel ease From Personal Liability," will be given to the
borrower to release himher fromliability. |If a release fromliability
cannot be granted, the borrower will be sent a letter simlar to

Exhibit F of Subpart A of Part 1955 of this chapter. The account will
then be considered for debt settlenment. (Revised 03-14-97, SPECI AL PN)

81962. 42 Repossession, care, and sale of chattel security or EO property by

the County Supervi sor

(a) Repossession. Except as provided in paragraph (d) of this section,
prior to any repossession of FLP security a borrower and all co-signers
on the note nust receive Exhibit A and Attachnents 1 and 2 or 1, 3, and
4 of Subpart S of Part 1951 of this chapter, and the application forns.
The appropriate procedures of Subpart S of Part 1951 of this chapter
must be foll owed and any appeal nust be concluded. The servicing
official will take possession of security or EO property for the Agency
when the val ue of the property, based on appraisal, is substantially
nore than the estinated sal e expenses and the anmount of any prior Ilien,
and if the prior lienholder does not intend to enforce the lien. See
81955. 20 of Subpart A of Part 1955 of this chapter. (Revised 04-17-91,
SPECI AL PN.)

(1) GConditions. The servicing official will take possessi on under
any of the follow ng conditions:
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(i) Wen FormRD 455-4 has been executed. For EO property
this formw |l be reviewed by placing a period after "interest"
in the first sentence begi nning "The Debtor" and deleting the
remai nder of the clause; deleting the words "collateral covered
by the security instrunents” in the second part of that
sentence and inserting instead "property covered by the
debtor's loan agreenent which is referred to as the
collateral.™

(ii) Wen the borrower has abandoned the property.

(iii) Wen peacabl e possessi on can be obtained, but the
borrower has not executed Form RD 455-4.

(iv) Wen the property is delivered to the Agency as a result
of court action.

(v) Wen Form RD 455-5, "Agreenent of Secured Parties to Sale
of Security Property,” is executed by all prior |ienholders.

If prior lienholders will not agree to |iquidate the property,
their liens may be paid if their notes and |liens are assigned
to the Agency on forns prepared or approved by OGC. Wen prior
liens are paid, the payment will be nmade in accordance with RD
I nstruction 2024- A and charged to the borrower's account.

(Revi sed 08-13-92, SPECIAL PN)

(vi) Wien arrangenents cannot be made with the borrower or a
menber of the borrower's famly to sell EO property in
accordance with the | oan agreenent.

(2) Recording. Alist, dated and signed by the servicing official
of all security or EO property repossessed except for those itens on
Form RD 455-4 will be maintained in the borrower's case file.
Whenever the servicing official is transferred to another position
or |l eaves the Agency or there is a change in jurisdiction, the
District Director will give the succeeding servicing official in
witing, the names of such borrowers and a list of the property
repossessed in the custody of the servicing official and caretakers,
its location, and the names and addresses of the caretakers.

(Revi sed 03-14-97, SPECIAL PN)

(b) Care. The servicing official will arrange for the custody and care
of repossessed property as foll ows:
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(1) Livestock. Care and feeding of livestock will be obtained by
contract pursuant to RD Instruction 1955-B. The val ue of ani nal
products (such as nmlk) may constitute all or part of the
contractor's quotation, and if this is desired, such a statenent
shoul d be included in the solicitation. Possession of the |ivestock
will be turned over to the contractor only after the contract is
awar ded usi ng Form AD-838, "Purchase Order."” |If a contractor's
services are needed for a longer period than is authorized in
paragraph (c)(4)(i) of this section, the State D rector may
authorize the servicing official to continue obtaining the necessary
services for the time needed. (Revised 08-13-92, SPECI AL PN.)

(2) MNachinery, equiprent, tools, harvested crops, and other
chattels. Property will be stored and cared for pending sale.
Storage and necessary services may be obtained by contract using
Form AD-838. Use of property by the contractor is not authorized.
(Revised 08-13-92, SPECIAL PN)

(3) OGops. FormAD 838 will be used for obtaining services for the
custody, care, and disposition of growi ng crops and for unharvested
mat ured crops unless the crops are to be sold in place.

(Revised 08-13-92, SPECIAL PN)

36B
(Revi sion 2)



8§1962. 42(b) (3) (Con.) RD I nstruction 1962-A

Wiere a landlord is involved, witten consent of the | andl ord shoul d
be obtained. |f |andlord consent cannot be obtai ned, where

appl i cabl e, the circunstances should be reported to the State

D rector for advice.

(c) Sale. Repossessed property may be sold by FrHA at public or
private sale for cash under Form RD 455-4, "Agreenent for Voluntary

Li quidation of Chattel Security,” FormRD 1955-41 "Notice of Sale," the
power of sale in security agreenents under the UCC or in crop and
chattel nortgages and simlar instruments if authorized by a State

suppl ement. Al so, repossessed property may be sold at private sal e when
the borrower executes Form RD 455-11, "Bill of Sale 'B (Sale by Private
Party)." (Revised 04-17-91, SPECI AL PN.)

(1) Tests and inspections of livestock . If required by State | aw
as a condition of sale, Tivestock wll be tested or inspected before
sale. A State supplenment will be issued for those States.

(2) Public sales. Such sales will be made to the highest bidder.
They may be held on the borrower's farmor other prem ses, at public
sal e barns, pavilions, or at other advantageous sales |locations. No
FHA enpl oyee will bid on or acquire property at public sal es except
on behal f of FmHA in accordance with 81955.20 of Subpart A of Part
1955 of this Chapter. The County Supervisor will attend all public
sal es of repossessed property.

(3) Private sales. FmHA will sell perishable property such as
fresh fruits and vegetabl es for the best price obtainable. FnHA
will sell staple crops such as wheat, rye, oats, corn, cotton, and
tobacco for a price inline with current nmarket quotations for
products of simlar grade, type, or other recogni zed classification.
Chattel property sold under Form RD 455-4, other than perishable
property and staple crops, will not be sold for |less than the
mnimumprice in the agreenment. FnHA will sell other property,

i ncluding that sold when the borrower executes Form RD 455-11, for
its present market value. (Revised 04-17-91, SPECI AL PN.)

(4) Selling period. Repossessed property will be sold as soon as
possi bl e. However, when notice is required by subparagraph (c)(5)

of this section, the sale will not be held until the notice period

has expi red.

(i) The sale will be made wi thin 60 days, unless a shorter
period is indicated by a State suppl ement because of State | aw
Cops will be sold when the naxi mumreturn can be realized but
not later than 60 days after harvesting, or the nornmal
marketing time for such crops. The State Director nay extend
the sale time within State lawlimts. (Revised 04-17-91,
SPECI AL PN)
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(5)

(ii) These requirenents do not apply to irrigation or other
equi pnent and fixtures which, together with real estate, serve
as security for FnHA real estate loans and will be sold or
transferred with the real estate. However, a State Suppl enent
will be issued for any State having a tinme limt wthin which
such itenms nmust be sold along with or as a part of the rea
estate.

Noti ce.

(i) Notice of public or private sale of repossessed property
when required will be given to the borrower and to any party
who has filed a financing statenent or who is known by the
County Supervisor to have a security interest in the property,
except as set forth below The notice will be delivered or
mailed so that it will reach the borrower and any |ienhol der at
least 5 days (or longer tinme if specified by a State

suppl ement) before the tine of any public sale or the tine
after which any private sale will be held. FormRD 1955-41,
"Notice of Sale,” may be used or public or private sal es.

(Revi sed 10-14-88, SPECIAL PN)

(A) Notice of the borrower or lienholder is not required when
the property is sold under Form RD 455-4 because the parties
are placed on notice when they execute the form Wen the sale
i nvol ves only collateral which is perishable, will decline
quickly in value, or is a type custonarily sold on a recognized
market, notice is not required but may be given if time permts
to naintain good public relations. (Revised 04-17-91, SPEC AL
PN )

(B) Notice only to lienholder is required when repossessed
property is sold at private sale and the borrower executes Form
RD 455-11.

(© If the property is to be sold under a chattel nortgage,
the manner of notice will be set forth in a State Suppl enent or
on an individual case basis.

(ii) Notice of Internal Revenue Service (IRS). |If a Federal
tax lien notice has been filed in the local records nore than
30 days before the sale of the repossessed security, notice to
the District Drector of IRS must be given at |east 25 days
before the sale. It should be given by sending a copy of Form
RD 1955-41 and a copy of the filed Notice of Federal Tax Lien
(Form I RS 668).
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If the security is perishable, the full 25 days' notice nust be
given to the District Director by registered or certified nail
or by personal service before the sale. Also, the sale
proceeds nust be held for 30 days after the sale so that they
may be clainmed by IRS on the basis of its tax lien priority.

I n such perishabl e property cases, the proceeds or an anount

| arge enough to pay the IRS tax lien will be forwarded to the
Finance Ofice with a notation "Hold in suspense 30 days

because of Federal Tax Lien." QO will advise the Fi nance
O fice about disposing of the funds. (Revised 10-14-88,
SPECI AL PN.)

(6) Advertising.

(i) Private sales and sales at established public auctions
will be advertised by FnHA only if required by a State
suppl ement based on State | aw

(ii) CQher public sales, whether under power of sale in the
[ien instrument or under Form RD 455-4, will be widely
publicized to assure large attendance and a fair sale by one or
nore of the follow ng nethods customarily used in the area.

(A) The sale nay be advertised by posting or distributing
handbi I I's, posting Form RD 1955-41, or a revision of it
approved by O3C to neet State |law requirenents, or by a

conbi nati on of these methods. The length of time and place of
giving notice will be covered by a State suppl ement. (Revised
10-14-88, SPEC AL PN

(B) Advertising in newspapers or spot advertising on |ocal
radio or TV stations nay be used dependi ng on the anount of
property to be sold and the cost in relation to the val ue of
the property, the custons in the area, and State | aw

requi rements. Wien newspaper advertising is required, a State
suppl enent will indicate the types of newspapers to be used,
the nunber and tinmes of insertions of the advertisement, and
the formof notice of sale. Al advertising nust contain non-
di scrimnation cl auses.

(Revi sed 04-17-91, SPECIAL PN)

(7) Payment of costs and prior lienholders . |If expenses nust
be paid before the sale or if cash proceeds are not avail able
fromthe sale of the property to pay costs referred to in

81962. 44(b) of this subpart or to pay prior lienholders, such
costs or prior liens will be paid in accordance with
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§1962. 43

RD I nstruction 2024-A (available in any FnHA office). The
amount of the voucher will be charged to the borrower's
account, except as limted by State lawin a State Suppl enment.
No costs in the repossession and sale of security should be

i ncurred unl ess they can be charged to the borrower's account,
and in no event will the CGovernnent pay them However, if
costs are not legally chargeable to the borrower, they may be
paid as provided in this subpart, and charged to an account
setup for the officials or other persons found responsible for
them (Revised 08-13-92, SPECIAL PN)

(8 Bill of sale or transfer of title . |If a purchaser
requests a witten conveyance of repossessed property sold by
FHA at public or private sale, the County Supervisor will
execute and deliver to the purchaser Form RD 455-12, "Bill of
Sale 'C (Sale through CGovernnent as Liquidating Agent)," or

ot her necessary instruments to convey all the rights, title,
and interest of the borrower and FnHA. A State suppl ement will
be i ssued as necessary for conveying title to motor vehicles
and boat s.

(d) R sk of injury. [If a farmer program | oan borrower has
abandoned security and the security is in danger of being
substantially harmed or damaged, the County Supervisor wll attenpt
to repossess the security as explained in paragraph (a) of this
section. Then the County Supervisor will send the borrower and al
co-signers on the note Attachnents 1, 3, and 4 of Exhibit A of
Subpart S of Part 1951 of this chapter. The security will be cared
for as explained in paragraph (b) of this section until all appea
ri ghts have been given and any appeal has been concl uded. Wen the
appeal process is concluded, the security will be returned to the
borrower or sold in accordance with paragraph (c) of this section

dependi ng on the outcome of any appeal. The County Supervisor will
docunent the abandonnment and the danger of substantial damage in the
borrower's case file. 1In the case of |ivestock, abandonnent occurs

if a borrower stops caring for the aninmals, as deternined by the
County Supervisor. However, an independent third-party (not an FrHA
enpl oyee) must determne that livestock is in danger of substantia
darmage. Protective advances nmay be made in accordance wth 81962. 40
(e) of this subpart. (Revised 04-17-91, SPECI AL PN)

Li qui dati on of chattel security or EO property by other parties
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(a) Sale by prior lienholders and other parties . See §1955.20 of
Subpart A of Part 1955 of this Chapter for the County Supervisor's
authority to bid at such sal es.

(b) Sale by junior lienholders . On learning through formal notice or
ot herwi se that a junior |ienholder has begun forecl osure, the County
Supervisor will informthe foreclosing junior lienholder in witing as

to the property on which the Agency holds a prior lien; and that if the
junior lienholder's foreclousre sale is held, the County Supervisor wll
announce at the sale that the Agency holds a prior lien on each item of
such property as security for an indebtedness of $ (total
principal and interest), and that any such property sold wll continue
to be subject to the Agency's prior lien. (Revised 06-21-96,

SPECI AL PN.)

(c) Retention by other lienholders without sale . [If another |ienhol der
notifies the Agency that is has taken possession of the security after
default and proposes to keep it in satisfaction of its secured clains,

the County Supervisor should pronptly reply in witing that the Agency
objects and insists that the property be sold in accordance with | aw

The County Supervisor will only wite the |ienhol der when the Agency's
estinmated recovery will be substantially greater than the anount of the
claim prior liens and sal e expense. After such notice, the case wll

be referred to the State Director for advice. (Revised 06-21-96,

SPECI AL PN.)

81962.44 Distribution of |iquidation sale proceeds

This section applies to proceeds of nonjudicial Iiquidation sales
conducted under the power of sale in lien instruments or under Form
FHA 455-4, Form RD 455-3, or Form RD 462-2.

(a) VLien priorities.

(1) Federal liens. For Federal income, social security, other
Federal tax liens, or liens of other Federal agencies, OGC s advice
will be obtained as to lien priorities.

(2) State and local tax liens. A State supplenent, if considered

necessary by the State Director and OC, will list priorities of
these liens, or may provide for referral of these cases to the State
Ofice.
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(3) Cnhattel nmortgages and other liens of private parties. A State
Suppl enent, if considered necessary by the State Director and OGC,
will list priorities of chattel nortgages, landlord s liens,
mechani cs and material men liens, and other liens of private parties.

(4) Security interest under UCC. Liens on the sanme collateral that
are perfected by filing a financing statenment under the UCC and that
are still effective as constructive notice, unless otherw se
provided by a State supplenent, will be paid in the order of their
perfection. Exceptions to this rule are listed below A State
suppl ement will be issued whenever necessary to explain any State
devi ations fromthese |isted exceptions.

(i) A purchase nmoney security interest in personal property
will take priority over an earlier perfected security interest
if a security agreenent is taken and a financing statenent is
filed before the purchaser receives possession of the
collateral or within 10 days thereafter. However:

(A) Mtor vehicles. For notor vehicles required to be
i censed, any action necessary to obtain perfection in
the particular State, such as having the security
interest noted on the certificate of title, nust be taken
bef ore the purchaser receives possession of the
collateral or within 10 days thereafter. In sonme States,
filing a financing statenent to perfect a security
interest is not required. A State supplenent wll be

i ssued as necessary.

(B) Inventory. A purchase noney security interest in
inventory will take priority over an earlier perfected
security interest provided a security agreenent is taken
and a financing statement is filed not later than the
time the purchaser receives possession of the property.

Al so, before the purchaser receives possession, the
purchase noney creditor will notify the earlier perfected
security party, in witing, that he or she had, or
expects to acquire, a purchase noney security interest in
i nventory described by itemor type.

(Renunber ed 06-21-96, SPECI AL PN.)
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(ii) A security interest taken in goods before they become
fixtures has priority over real estate interest holders. A
security interest taken in goods after they becone fixture, is
valid against all persons subsequently acquiring an interest in
the real estate. It is not valid, however, against persons who
had an interest in the real estate when the goods becane
fixtures, unless they execute a consent disclainer or
subor di nati on agreemnent.

(iii) Wen new value is given, a security interest taken in
and to finance crops not nore than 3 nonths before they are

pl anted or otherw se become growing crops, has priority over an
earlier perfected security interest for obligations that were
due nore than 6 nonths before the crops becanme grow ng crops.

(b) Oder of paynent . Sales proceeds will be distributed in the
followi ng order of priority.

(1) To pay expenses of sale including advertising, |ien searches,
tests and inspection of |ivestock, and transportation, custody,
care, storage, harvesting, narketing, and other expenses chargeabl e
to the borrower, including rei nbursenent of anmounts already paid by
the Agency and charged to the borrower's account. Bills can be
paid, after |iquidation has been approved, for essential repairs and
parts for machi nery and equi pnent to place it in reasonabl e
condition for sale, provided witten agreenents fromany hol ders of
liens which are prior to those of the Agency state that such bills
may be paid fromthe sal es proceeds ahead of their liens.

(Revi sed 06-21-96, SPECIAL PN)

(i) However, any such expenses incurred by the U S. Marshal or
other simlar official such as a local sheriff may not be paid
fromsal e proceeds turned over to the Agency.

(Revi sed 06-21-96, SPECIAL PN)

(ii) Onthe other hand, if the U S. Marshal or other simlar
official such as a local sheriff has taken possession of the
property and delivered it to the Agency for sale, such costs
incurred by the Agency after delivery of the property to it may
be paid fromthe proceeds of the sale. (Revised 06-21-96,

SPECI AL PN.)

(2) To pay liens which are prior to Agency liens provided that:
(Revi sed 06-21-96, SPECIAL PN)
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(i) State and local tax liens on security or EO property which
are prior to the liens of FnHA will be paid only when dermand is
made by tax collecting officials before distributing the sale
proceeds. The sale proceeds will not be used to pay rea
estate, incone, or other taxes which are not a |lien against the
security, or to pay substantial amounts of personal property
taxes on nonsecurity personal property.

ii) |If action is threatened or taken by the sheriff or other
fficial to collect taxes not authorized in subparagraph

b)(2)(i) of this section to be paid out of the security or the
sal e proceeds, the sale will be postponed unl ess an arrangenent
can be nade to deposit in escrow with a responsible,
disinterested party, an amount equal to the tax claim pending
determ nation of priority rights. Wen the sale is postponed,
or an escrow arrangenent is nade, the natter will be reported
pronptly to the State Director for referral to OCC

(
0
(

(iii) If FrHA subordinations have been approved, their intent
wi Il be recognized in the use of sale proceeds even though the
creditor in whose favor the FnrHA i en was subordi nated did not
obtain alien. |If there are other third party liens on the
property, however, the |lienholders nmust agree to the use of the
sal e proceeds to pay such creditor first.

(3) To pay rent for the current crop year fromthe sale proceeds of
ot her than basic security or EO property. However, there nust be no
liens junior to FMHA's other than the landlords' lien, if any, and
the borrower nust consent in witing to the paynent.

(4) To pay debts owed FmHA which are secured by liens on the
property sold.

(5 To pay liens junior to those of FmHA in accordance with their
priorities on the property sold, including any landlord s liens for
rent unless such liens al ready have been paid. Junior liens wll
not be paid unless, on request, the |ienhol der gives proof of the
exi stence and the amount of his or her lien

(6) To pay on any EO unsecured debt.

(7) To pay rent for the current crop year if the borrower consents
inwiting to paynment and if such rent has not already been paid as
provi ded i n subparagraphs (b)(2), (3), or (5) of this section

(8) To pay on any other FnHA debts, either unsecured or secured by
liens on property which is not being sold. However, in justifiable
circunstances, the State Director nmay approve the use of a part of
all of the renai nder of such sale proceeds by the
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borrower for other purposes, provided the other FnmHA debts are
adequately secured, or the borrower arranges to pay the other debts
fromincome or other sources and these paynments can be depended
upon.

(9) To pay the renainder to the borrower.

(c) Receipts. Receipts are required for all amounts paid fromthe sale
proceeds and are kept in the borrower's case file. FormRD 451-2 will

be prepared only for the total anount remtted to FHA for credit to the
borrower's i ndebt edness.

81962.45 Reporting sales .

Form RD 1955-3, "Advice of Property Acquired,” will be prepared and
distributed according to the FM when property is acquired by FnHA

81962. 46 Deceased borrowers .

Imedi ately on | earning of the death of any person liable to FnHA, the
County Supervisor will prepare Form RD 455-17, "Report on Deceased Borrower, "
to determ ne whet her any special servicing action is necessary unless the
County Supervi sor recomrends settlement of the indebtedness under Subpart B of
Part 1956 of this chapter. |If a survivor will not continue with the loan, it
may be necessary to nake inmedi ate arrangenents with a survivor, executor
adm ni strator, or other interested parties to conplete the year's operations
or to otherwi se protect or preserve the security. (Revised 1-20-87, SPEC AL
PN)

(a) Reporting. The borrower's case files including FormRD 455-17 will
be forwarded pronptly to the State Director for use in deciding the
action to take if any of the followi ng conditions exist: (Wen it is
necessary to send an inconpl ete Form RD 455-17, any additiona
informati on which nmay affect the State Drector's decision will be sent
as soon as avail able on a suppl emental Form RD 455-17 or in a

menor andum )

(1) Probate or other adm nistration proceedi ngs have been started
or are contenpl at ed.

(2) The debts owed to FHA are inadequately secured and the estate
has ot her assets fromwhich collection could be nade.

(3) FnHA's security has a value in excess of the indebtedness it
secured and the deceased obligor owes other debts to FmHA which are
unsecured or inadequately secured.

(4) The County Supervisor reconmends continuation with a survivor
who is not liable for the indebtedness or recomends transfer to,
and assunption by, another party.
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(5) The County Supervisor recommends, but does not have authority
to approve |iquidation.

(6) The County Supervisor wants advi ce on servicing the case.

(b) Probate or admnistration proceedings . Cenerally, probate or
adm ni stration proceedi ngs are started by relatives or heirs of the
deceased or by other creditors. Odinarily, the Agency will not start

t hese proceedi ngs because of the problens of designating an

adm ni strator or other simlar official, posting bond, and paying costs.
If probate or adm nistration proceedings are started by other parties or
at the Agency's request, and any security is to be |liquidated by the
Agency instead or by the adm nistrator or executor or other simlar
official, it will be liquidated in accordance with the advice of OGC
The State Director may request O3C to recomrend that the U S. Attorney
bring probate or admi nistrati on proceedi ngs when it appears that:

(Revi sed 06-21-96, SPECIAL PN)

(1) Such proceedings will not be started by other parties;

(2) The Agency's interests could best be protected by filing a
proof of claimin such proceedi ngs, and

(3) Public admnistrators or other simlar officials or private
parties, including banks and trust conpanies, are eligible to, and
will serve as admnistrator or other simlar official and wll
provi de the required bond.

(c) Filing proof of claim. Wen a proof of claimis to be filed, it
will be prepared on a form approved by O3C, executed by the State
Director, and transnmitted to OGC. It will be filed by O3C or by an
Agency official as directed by O or it will be referred by O to the
US Atorney for filing if representati on of the Agency by counsel may
be required. If a judgment claimis involved, the notification to the
US Atorney will be the sane as for judgnent clains in bankruptcy. If
a direct loan is involved, the proof of claimwll not be prepared until
the note has been assigned to the Government. A proof of claimw |l be
filed when probate or adm nistrati on proceedings are started, unless:
(Revi sed 06-21-96, SPECIAL PN)

(1) After considering liens and priority rights of the Agency and
other parties, costs of adm nistration, and charges agai nst the
estate, the Agency cannot reach the assets in the estate except for
the Agency's own security and the Agency will |iquidate the security
by foreclosure or otherwi se if necessary to collect its claim or
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(d)

(2) Continuation with an individual or transfer to and assunption
by another party is approved, and either the debt owed to the Agency
is fully secured, or the anmount of the debt in excess of the val ue
of the security which could be collected by filing a claimis
obtained in cash or additional security, or

(3) The debt owed to the Agency by the estate is settled under
subpart B of part 1956 wel|l ahead of the deadline for filing proof
of claim

Priority of clains .

(1) Each secured claimwill take its relative lien priority to the
extent of the value of the property serving as security for it.
These cl ai s include those secured by nortgages, deeds of trust,
landl ord's contractual liens, and other contractual liens or
security instrunents executed by the borrower on real or persona
property. However, tax, judgnent, attachnent, garnishnent,

| aborer's, mechanic's materialnen's landlord' s statutory |liens, and
ot her noncontractual lien clains may or may not be secured cl ai ns.
Therefore, if any noncontractual clains are all owed as secured
clains and the Agency's claimis not paid in full, the advice of OC
wi Il be obtained as to whether they constitute secured clains and as
totheir relative priorities. (Revised 06-21-96, SPECI AL PN.)

(2) Unsecured clains will be handl ed as foll ows:

(i) The remaining assets of the estate, including any val ue of
security for nore than the amount of the secured cl ai ns agai nst
it, are to be applied first to payment of adm nistration costs
and charges agai nst the estate and second to unsecured debts of
t he deceased.

(ii) If the total of the remaining assets in the estate being
adm ni stered is not enough to pay all admnistration costs,
charges against the estate, and unsecured debts of the
deceased, the Government's unsecured cl ai ns agai nst the

remai ning assets will have priority over all other unsecured
clains, except the costs of admnistrati on and charges agai nst
the estate. Under such circunstances unsecured clains are
payable in the following order of priority:
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(A) Costs of admnistration and charges against the
estate unless under State |l aw they are payable after the
Covernnent's unsecured clains. Such costs and charges

i nclude costs of admnistration of the estate, allowable
funeral expenses, allowances of mnor children and
surviving spouse, and dower and curtesy rights.

(B) The Government's unsecured cl ai ns.

(3) A State supplenent will be issued as needed taking into
consideration 31 U S.C 83713 lien waivers and subordinations, and
notice and other statutory provisions which affect lien priorities.

(e) Wthdrawal of claim. It nmay not be necessary to withdraw a claim
when it is paid in full by someone other than the estate or when
conprom sed. However, when it is necessary to pernmt closing of an
estate, conpromise of a claim or for other justifiable reasons, the
State Director will recomrend to OGC that the claimbe wthdrawn on
recei pt of cash or security, or both, of a value at |east equal to the
anmount that coul d
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be recovered under the claimagainst the estate. Wen the Agency keeps
exi sting security, arrangenents nmust be made to assure that withdrawal
of the claimw |l not affect its right under the existing notes or
security instrunents with respect to the retained security. In sone
cases, with OC s advice, the claimmay be properly handl ed w t hout
filing a formal petition for withdrawal of the claim However, if the
claimhas been referred to the U S. Attorney, or if a formal w thdrawal
of the claimis necessary, the matter will be referred by O3 to the

U S. Attorney.

(f) Liquidation of security . Wen the servicing official determnes
that the account of a deceased borrower is in nonetary or nonmnonetary
default, and liquidation is necessary because no survivor or third-party
has applied to assune the borrower's FLP | oan, chattel security and rea
estate security will be liquidated pronptly in accordance with this
subpart and Subpart A of Part 1965 of this chapter. Before Iiquidation
the notices required by Subpart S of Part 1951 of this chapter, will be
sent to the executor of the estate and/or other appropriate person(s) or
entity(ies) as advised by OGC. If a survivor(s) or heir(s) who wll
continue with the borrower's operation applies for servicing, the Agency
wi I | determ ne whether these individuals nmeet the requirenents of
paragraph (g) of this section. |If a third-party who will not continue
with the borrower's operation applies for servicing, the requirenents of
81962. 34 of this subpart, or 81965.47 of Subpart A of Part 1965 of this
chapter as applicable, nmust be met. To qualify for servicing, the
eligibility and feasibility requirements in 81951.909 of Subpart S of
Part 1951 of this chapter nust also be net. However, the borrower's
estate is not eligible for servicing. After the provisions of Subpart S
of Part 1951 of this chapter have been conplied with, and the
opportunity to appeal has expired, the State Drector will request O3C
to effect collection if the proceeds fromthe sale of security are
insufficient to pay in full the indebtedness owed to the Agency and
other assets are available in the estate or in the hands of heirs.
(Revised 04-17-91, SPECIAL PN)

(g) GContinuation of secured debt and transfer of security . Wen a
surviving nmenber of a deceased borrower's famly or other person is
interested in continuing the | oan and taki ng over the security for the
benefit of all or a part of the deceased borrower's famly who were
directly dependent on the borrower for their support at the tine of the
borrower's death, continuation nay be approved subject to the foll ow ng:

(1) Any individual who is liable for the indebtedness of the
deceased borrower may continue with the | oan provided that

i ndi vi dual can conply with the obligations of the notes or other

evi dence of debt and chattel or real estate security instrunents and
so long as liquidation is not necessary to protect the interest of
the Agency. Wien an individual who is liable for the indebtedness
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is to continue with the account, Form RD 450-10, "Advice of
Borrower’s Change of Address or Name," will be sent to the Finance
Ofice to change the account to that individual's nanme. A new case
nunber will be assigned or, if the continuing individual already has
a case nunber, that nunmber will be used regardl ess of whether that

i ndi vi dual assuned all or a portion of the anmount of the debt owed
by the estate of the deceased.

(2) Wien a surviving nenber of a deceased borrower's famly, a
relative or other individual who is not liable for the indebtedness
desires to continue with the farmng or other operations and the
loan, the State Director may approve the transfer of chattel or rea
estate security or both to the individual and the assunption of the
debt secured by such property without regard to whether the
transferee is eligible for the type of |oan being assumed, subject
to the foll owi ng conditions:

(i) The transferee will continue the farm ng or other
operations for the benefit of all or a part of the deceased
borrower's famly who were directly dependent on the borrower
for their support at the tine of death.

(ii) The amount to be assumed and the repaynent rates and
terns will be the sanme as provided in 81962.34(a) of this
subpart .

(iii) The State Director determnes that the continuation wll
not adversely affect repaynment of the | oan

(iv) The transferee has never been liable for a previous Farm
Loan Prograns direct farmloan or |oan guarantee which was
reduced or termnated in a manner that resulted in a loss to
the Government. (Added 03-14-97, SPEC AL PN)

(3) In determning whether to continue w th individuals, whether
they are already liable or assume the indebtedness, all pertinent
factors will be considered, including whether

(i) Probate or adninistration proceedi ngs have been or will be
started and, with O3C s advice, whether the filing of a claim
on the debt owed to the agency in such proceedi ngs i s necessary
to protect the agency’ s interests.

(ii) Arrangements can be nmade with the heirs, creditors,
executors, admnistrators, and other interested parties to
transfer title to the security to the continuing individual and
to avoid liquidating the assets so that the individual can
continue with the | oan on a feasible basis.
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(4) If continuation is approved, all reasonable and practical steps
short of foreclosure or other litigation, will be taken to vest
title to the security in the joint debtor or transferee.

(5) The deceased borrower's estate may be released fromliability
for the FnHA i ndebtedness if title to the security is vested in th
joint debtor or transferee, and:

e

(1) The full armount of the debt is assuned, or

(ii) If only a portion of the debt is assuned, the anount
assuned equal s the amount as determ ned by O3C which coul d be
collected fromthe assets of the estate of the deceased
borrower, including the value of any security or EO property,
and the County Commttee reconmends rel ease of liability.
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(h) Special servicing of deceased EO borrower cases . |If the EOloan is
secured, all paragraphs in this section will be followed. If the EO

| oan i s unsecured, paragraphs (a), (b), (c), (d), and (e) of this

section will be followed along with the follow ng requirenents.

(1) An individual who is liable for the indebtedness of the
deceased borrower and w shes to continue with the EO debt and the EO
property, may do so in accordance w th paragraph (g)(1) of this
section

(2) A surviving nmenber of the deceased borrower's fanmly, a joint
operator with the deceased borrower, a relative, or other individua
who is not liable for the EO debt who desires to continue with the
farmng or other operation may do so in accordance with paragraph
(g9)(2) of this section. This individual nust execute a | oan
agreenent in addition to the assunpti on agreenent and secure the EO
debt with a lien on the remaining EO property when title to the
property is vested in the individual and the servicing official
determ nes that security is necessary to protect the interests of

t he deceased borrower's famly or the Agency.

(3) If noindividual listed in paragraphs (h)(1) and (2) of this
section wi shes to continue, but a nmenber of the borrower's famly
turns over to the Agency the EO property in which the estate has an
interest and which is not essential for mnimumfamly living needs,
the servicing official will take possession of EO property and sel
it in accordance with § 1962.42 of this Instruction. If this cannot
be done, or if real property is involved, the case will be referred
to OBC. If the property is sold, notice will be delivered to any of
the borrower's heirs who are in possession of the property and to
any admnistrator or executor of the borrower's estate.

§ 1962.47 Bankruptcy and insolvency . (Revised 05-27-98, PN 291.)

(a) Ceneral . This section provides guidance for servicing cases

i nvol vi ng bankruptcies. Since bankruptcies are handled differently in
each State, together with O3C, a State Suppl ement shall be issued to
provi de guidance to |ocal servicing officials on howto handl e
bankrupt ci es and explain any rules or practices of |ocal bankruptcy
judges or trustees which affect the provisions of this section
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(b) Borrower files bankruptcy . If a borrower becones a debtor in
proceedi ngs under any State or Federal bankruptcy or State insol vency
law, the servicing official will imrediately suspend all pending

servicing actions and proceed as fol |l ows:

(1) Hag the account . Prepare Form RD 1951-6, "Borrower Account
Description Flag," and process a 5G transaction through the

"Aut onat ed Di screpancy Processing System™ This will flag the
account "BAP' for "Bankruptcy Action Pending." The flag shal

remain on the account until after the borrower is discharged and the
case has been cl osed, a reorganization plan is confirmed, or the
bankruptcy is di smssed.

(2) MNotices to FarmLoan Prograns borrowers . Wthin 15 days of
receiving a notice of bankruptcy filing, the servicing official wll
send the borrower’s attorney (and the Bankruptcy Trustee unl ess

advi sed by OX) Exhibit D of this Instruction, by certified nail
return receipt requested. A copy of the notice will be sent to the
borrower. Exhibit Dwll explain what servicing options are

avail able to the borrower and those that have been exhausted as
expl ai ned below. If the borrower does not have an attorney, a
letter simlar to Exhibit Dwill be sent to the borrower.

(i) If the borrower was not previously notified of primary

| oan servicing as a delinquent or nonnonetary default borrower
prior to filing bankruptcy, the borrower and the borrower’s
attorney will be sent Exhibit D of this Instruction
Attachrments 1 and 2 of Exhibit A (and not Exhibit A) of FSA
Transferred Instruction 1951-S, and any required application
forns. (NOTE Borrowers who were notified as a |l ess than 180
day del i nquent borrower and did not subnit a conplete
application, will be notified under this paragraph. 1f such
borrower submtted a conplete application, then the borrower
will be notified under paragraph (ii).)

(ii) If the borrower was previously notified of prinary |oan
servicing prior to filing bankruptcy as a delinquent or
nonnmonet ary default borrower, and there are still 1951-S
servicing options available, the borrower and the borrower’s
attorney will be sent Attachnent 1 of Exhibit A of FSA
Transferred Instruction 1951-S and Exhibit D of this

I nstruction expl ai ning what notification and servicing

consi deration has taken place and what stage the servicing
process is in. Servicing suspended under FSA Transferred
Instruction 1951-S as of the date the bankruptcy was filed
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will resume as of the date the attorney receives Exhibit D of
this Instruction as indicated in paragragh (iii). No notices
will be sent if no servicing options remain at the tinme the
borrower files bankruptcy. A lift of stay must be requested to
continue liquidation. The account will not be accel erated

wi t hout the approval of O3C. (Revised 02-17-99, PN 300.)

(iii) The borrower, or the borrower’s attorney on behal f of
the borrower, will be provided 60 days fromthe date the
borrower’s attorney receives Exhibit D of this Instruction, or
the borrower’s time remaining froma previous notice that was
suspended when the bankruptcy was filed, whichever is greater
to return the appropriate response formor simlar witten
request for servicing, and any fornms or information requested
by the Agency. A copy of the previous notice or letter will be
attached to Exhibit D for those cases involving a continuation
of a previous notice or letter.

Exanpl e:  The borrower was sent Exhibit A and Attachnents 1
and 2 of FSA Transferred Instruction 1951-S prior to filing
bankruptcy. The borrower applied and was determ ned not
eligible. Exhibit E of FSA transferred Instruction 1951-S was
sent and nediation held with no success. Attachnents 5-A

and 6-A of Exhibit A of FSA Transferred Instruction 1951-S were
sent to the borrower on May 1 with an offer of nmarket val ue
buyout. The borrower filed bankruptcy on June 1 with 30 days
remai ning to respond to the buyout offer. Exhibit D would
explain the actions conpleted and offer the borrower the
opportunity to accept the buyout offer within 60 days fromthe
date Exhibit Dis received. A copy of Attachments 5-A and 6-A
woul d be attached to Exhibit D

(iv) The Agency will consider a request for servicing options
to be an acknow edgment that the Agency will not be interfering
with any rights or protections under the Bankruptcy Code and
its autonatic stay provisions.

(v) The Agency’ s processing of any request for servicing may

i ncl ude consi deration of primary and preservation | oan
servicing options, notification of the Agency’ s decision on the
request or application for servicing, mediation, and hol di ng of
any neetings or appeals requested by the borrower. |If the
borrower or attorney does not request renaining servicing
options fromExhibit D of this Instruction, no further action
will be taken to liquidate the account without a lift of stay.
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(3)

If alift of stay is not granted, and the bankruptcy is

di smssed, the borrower will be renotified of any servicing
options remai ni ng according to paragraph (e) of this
Instruction. The account will not be accelerated or offset
wi t hout the concurrence of O3C. (Revised 02-17-99, PN 300.)

(vi) If court approval is required for the borrower to
exerci se these servicing rights, it will be the borrower or
borrower’s attorney’s responsibility to obtain that approva
prior to finalizing any restructure, buyout, or preservation
request.

(vii) If aplanis confirmed before servicing and any appea

i s conpl eted under Agency regul ations, the Agency wll conplete
the servicing or appeals process and may consent to a post-
confirmation nodification of the plan if it is consistent with
t he Bankruptcy Code and Agency regul ations, as appropriate.

(viii) In Chapter 7 cases, the Agency wll not provide primary
| oan servicing to a borrower discharged in bankruptcy unl ess
the borrower reaffirns the entire Agency debt. |If the Chapter
7 debtor obtains the permssion of the court and reaffirns the
debt, the loan servicing application will be processed in
accordance with FSA Transferred Instruction 1951-S. |If the
borrower reaffirnms the Agency debt in order to be considered
for restructuring but is later denied restructuring, the
borrower nmay revoke the reaffirnmation subject to the provisions
of the Bankruptcy Code. No reaffirmation is necessary for any
di scharged Chapter 7 borrower to be eligible for preservation

| oan servicing in accordance with § 1951.911 of FSA Transferred
I nstruction 1951-S

Notify State Ofice. Pronptly report the facts, including the

name, address, and phone nunber of the borrower's attorney, if any,
and forward the borrower's case file and other pertinent information
and docunents to the appropriate State O fice programsection for
appropriate handling. Refer to State Suppl ement for gui dance.

(i) If the servicing office does not have possession of the
prom ssory note, the servicing official will wite a nenorandum
to the Finance Ofice explaining why the note i s needed.

(Prom ssory notes dated before 11-01-73 nay still be held by
investors.) The request to Finance O'fice should give the nane
and case nunber of the borrower, date and original anount of
the | oan, type of loan, and | oan code
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(ii) The servicing official shall keep the State Ofice

i nformed of any devel opnents, and take no action agai nst the
account or the security unless directed by the State Executive
Director or OCC

(c) Filing proof of claim. On receipt of the file and rel ated
material, the State Ofice will determ ne whether the Agency has
security for the debt and whether the debtor has other assets fromwhich
the Agency coul d make a substantial collection. Additional information,
such as a current appraisal, may be requested fromthe servicing
official in order to allowthe State Ofice to make these deci sions.

(1) Chapter 7 cases with no security and no other assets . In
Chapter 7 cases only, if there is no security and no ot her assets
fromwhi ch a substantial recovery could be made, the file and
related naterial will be returned to the servicing official with a
nmenor andum i ndi cating the State Executive Director's determnation
and advising that a proof of claimwll not be filed unless the
servicing official learns that the debtor has assets not previously
known to exist. |If assets are found before the tinme for filing
clains has expired (90 days fromthe first date set for the first
nmeeting of creditors), the servicing official will resubmt the case
to the State Ofice.

(2) Chapters 11, 12, and 13 cases, and Chapter 7 cases with
substantial recovery . In all Chapter 11, 12, and 13 cases, and in
Chapter 7 cases where a substantial recovery can be nmade, the State
Ofice will take the followi ng actions:

(i) FormRD 1965-14, "Proof of daimof the United States of
Anerica," or other formapproved by O3C will be executed. The
proof of claimw Il cover all indebtedness to the Agency,
except any judgnents obtained by a U S. Attorney. If the proof
of claimis submtted to OGC, the State Executive Director will
identify for O in a nmenmorandum (not on the proof of claim
the security which was taken for each Agency | oan.

(ii) If the State Executive Director knows that a judgnent has
been obtained by a U S. Attorney, the State Director will
notify OGC even though that judgnment has been charged off.
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(iii) The State Executive Director, on O3C s advice, will
instruct the servicing official about actions to take with
respect to neetings of creditors.

(iv) The State Executive Director will take no other action
without O3C s or DQJ' s approval .

(d) Adjustrment of debts when debtors are in bankruptcy . |If the
borrower files a bankruptcy reorgani zati on pl an covering the Agency’s
debt, the Agency will evaluate the nmerits of the plan and i nform O3C of
its reconmendation for voting for or objecting to the plan. Agency

enpl oyees do not have the authority to accept or reject a reorganization
pl an on behalf of the United States for debtors filing under Chapter 11,
12, or 13 when the plan calls for part of the debt to be cancell ed.

(1) Referral and recommendation . Pl ans submtted by debtors mnust
be sent to the State Executive Drector who will refer themto the
United States Attorney through the Regional Ofice of the General
Counsel . The State Executive Director will provide the QX with a
recomrendat i on on acceptance or rejection of the plan when the plan
calls for an adjustnent of the Agency debt.

(2) Actions after confirnmation .

(i) UWoon notification of the confirmation, the State Executive
Director will notify the Finance O'fice on Form FSA 1962- 21,
“Confirmed Reorgani zation Pl an Wrksheet and Cancel | ati on of
Unsecured Debt”, of the terns and conditions of the bankruptcy
reorgani zation plan including any adjustnent of the debtor's
debt. A copy of the reorganization plan, signed order of
confirmation, and discharge order, if applicable, will be

at t ached.

(ii) The Finance Ofice will set up the account according to
the reorgani zation plan and flag the account “SAA, " “Subject to
Approved Adjustment, if applicable.” The SAA flag will remain
on the account until after the bankruptcy plan is conpleted and
the case is closed, or the bankruptcy is di smssed.

(iii) A copy of the plan and order of confirmation will be
filed with the original promssory notes in the | ocked
fireproof safe.
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(iv) The case file nust be marked, and the managenent record
systemflagged, to indicate the borrower is paying under a
reorgani zation pl an

(e) Borrower defaults on plan or bankruptcy is di sm ssed

(1) 90 days past due on a reorgani zation plan which is under

bankruptcy court jurisdiction . Wen a borrower becomes 90 days past
due on a chapter 11, 12, or 13 reorgani zation plan while still under
court jurisdiction, the servicing official will imediately notify

the State Ofice with the facts pertinent to the case. State Ofice
will refer the case to OGC or the Departnent of Justice as
appropri ate.

(i) If allowed by the Bankruptcy Code or court, the borrower
and borrower’s attorney, if any, will be notified of any
remai ni ng servicing options under FSA Transferred Instruction
1951-S that were not exhausted prior to filing bankruptcy or
during the bankruptcy proceedi ngs according to paragraph (b)(2)
of this section. Updated informati on nay be requested fromthe
borrower in order to nake a decision on a previous request for

| oan servicing. A copy of the notice will be sent to the
Bankruptcy Trustee, unless advised by OCC

(ii) Exhibit Dof this Instruction will not be sent if the
account was previously accel erated, such action is inconsistent
with the provisions of the confirned reorganization plan or the
Bankruptcy Code, or the case has been referred to the
Department of Justi ce.

(iii) If a borrower operating under a confirmed reorganization
pl an desires to apply for |loan servicing and qualifies for
servici ng under Agency regul ations, the borrower nust also
conply with Bankruptcy Code rul es and requirements concerni ng
nodi fication of the plan

(2) Bankruptcy is dismssed without a confirmed plan . [If the
borrower’s bankrupty is dismssed without a confirmed plan, and the
borrower is in default, the borrower’s account will be Iiquidated
according to RD Instruction 1955-A after all remaining servicing
opti ons under FSA Transferred Instruction 1951-S are exhausted. The
borrower will be notified of any servicing options renaini ng
according to FSA Transferred Instruction 1951-S. However, no
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(f)

servicing notices will be sent if the account was previously

accel erated, the Agency is advised that such an act is inconsistent
with the confirmed bankruptcy plan or the Bankruptcy Code, or the
account has been referred to the Departnent of Justice. |If the
account had been accel erated, then all servicing rights are
exhausted and the account will be liquidated in accordance with

RD I nstruction 1955-A

(3) Bankruptcy is dismssed after a confirmed reorgani zati on pl an
If a bankruptcy is disnmssed after a reorgani zation plan was
confirmed, the account will serviced as foll ows:

(1) If the borrower has substantially conplied with the plan
but later defaults for reasons beyond the borrower’s control in
accordance with 8 1951.909(c) of FSA transferred Instruction
1951-S, the borrower will be notified anew of all |oan
servicing prograns in accordance with § 1951. 907 of FSA
Transferred Instruction 1951-S. No notices will be sent if the
account was previously accel erated, O3C advi ses that such
action is inconsistent with the provisions of the confirmed
bankruptcy plan or the Bankruptcy Code, or the case has been
referred to the Departnment of Justice

(ii) If the borrower failed to make one full paynment under the
plan, or did not conply with the plan for reasons not beyond
the borrower’s control, the borrower will be serviced according
to paragraph (e)(2) of this section

(iii) The servicing official will send a nenorandumto to the
State Ofice to have the SAA flag renoved and the account
reestablished The State Office will forward the nmenorandumto
the Finance O'fice for processing.

Servi ci ng account after the bankruptcy case is closed . In Chapter

11, 12, or 13 cases after the case is closed and the discharge order is
i ssued by the court, the borrower’s account will be serviced as follows:

(1) Renmoval of the SAAflag and witing off di scharged debt . Upon
recei pt of the discharge order, the servicing official will review
the borrower records to determne if any discharged debt will be
cancelled. |If all liable parties are discharged, the FSA servicing
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office will prepare Form FSA 1962-21 indicating that the borrower
was di scharged, what | oans and anounts to be cancelled, and that the
SAA flag be removed. A copy of the discharge order nmust be
attached. The FSA servicing office will send Form FSA 1962-21 and
attachnents to the State Ofice for approval. The State Ofice wll
forward the approved formto the Finance Ofice for processing the
cancel l ation of debt. The Finance Ofice will renove the SAA fl ag
and process the necessary transactions to witeoff any di scharged
portion of the debt. If all liable parties were not discharged of
the debt, the account cannot be debt settled, and shoul d be fl agged
"51-S" until automation capabilities are avail abl e.

(Revised 02-17-99, PN 300.)

(2) Servicing. Bankruptcy loans will be serviced under nornal
Agency regul ati ons subject to the reorgani zation plan. If the
borrower defaults on the reorganization plan (bankruptcy |oan),
after the case is closed, the borrower will be sent Exhibit D1 of
this Instruction and Attachnments 1 and 2 of FSA Transferred
Instruction 1951-S and any required application forns, instead of
Exhibit A of FSA Transferred Instruction 1951-S, or Attachnents 1

3, and 4 of Exhibit A of FSA Transferred Instruction 1951-S. The
borrower's attorney of record will be sent a courtesy copy of
Exhibit D1 if the bankruptcy has not been closed for at |east two
years. No notices will be sent under this paragraph to the borrower
or the borrower's attorney if the account has been accel erated, such
act is inconsistent with the provisions of a confirmed bankruptcy

pl an or other provisions of the Bankruptcy Code or the account has
been referred to the Department of Justice. Servicing and
l'iquidation associated with these notices will be handled in
accordance with FSA Transferred Instruction 1951-S.

(Revised 02-17-99, PN 300.)

(g) VLiquidation. The account will be Iiquidated according to

RD I nstruction 1955-A and instructions from O3C after any necessary
relief, if required, fromthe automatic stay is obtained. |In Chapter 7
cases after discharge, the account can be liquidated if the borrower has
not reaffirmed the debt and the property is no | onger part of the
estate. Liquidation can proceed prior to discharge if the court
approves an abandonnent order and lifts the automatic stay. |If al
liable parties are discharged and the FSA security is liquidated, the
debt nay be cancelled with Form FSA 1962-21. (Revised 02-17-99,

PN 300.)
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(1) If the borrower or borrower’s attorney was not previously
notified of any servicing options avail abl e under FSA Transferred
Instruction 1951-S before or during the course of the bankruptcy
proceedi ngs, and there are servicing options renai ning, the borrower
will be sent Exhibit D1 of this Instruction and Attachnent 1 and 2
of Exhibit A of FSA Transferred Instruction 1951-S prior to
liquidating any security property. A courtesy copy of Exhibit D1
will be sent to the borrower’s attorney of record.

(2) If notices are not required, the account will be accel erated
using Exhibit E or E-1, as appropriate, of RD Instruction 1955-A, or
if already accelerated, the account will be liquidated. There will
be no appeal of the accel eration.

§ 1962.48 [Reserved]

8 1962.49 dvil and crimnal cases .

Al cases in which court actions to effect collection or to enforce
Agency rights are recommended, as well as actions relating to apparent
violations of Federal crimnal statutes, will be handl ed under this section.

(a) Oimnal action. Wen facts or circunstances indicate that
crimnal violations may have been committed by an applicant, a borrower,
or third party purchaser, the State Director will refer the case to the
appropriate Regi onal Inspector General for Investigations, Ofice of

| nspector General (A G, USDA, in accordance with RD Instruction 2012-B
for crimnal investigation. Any questions as to whether a natter should
be referred will be resol ved through consultation with QG for

I nvestigations and the State Director and confirmed in witing. |In
order to assure protection of the financial and other interest of the
governnent, a duplicate of the notification will be sent to the Ofice
of General Counsel (OX). After A G has accepted any matter for

i nvestigation, Agency staff nust coordinate with A G in advance

regardi ng any adm ni strative action on the natter/borrower other than
routine servicing actions on existing | oans. Cases requiring further
action by O will be handled in accordance with paragraph (c) of this
section.
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(b) Guvil action. Court action or other judicial process will be
recomrended to OC when all other reasonable and proper efforts and

nmet hods to obtain paynent, to renove other defaults, and to protect the
Agency' s property/financial interests have been exhausted. However, if
an energency situation exists or crimnal action is to be recommended,
the case will be submtted to O3C w thout taking the actions necessary
to report the information required by Part Il of Form RD 455-22,
"Information for Litigation." This is because delay in subntting cases
in emergency situations may affect the financial interest of the Agency
and collection efforts may adversely affect the crimnal investigation
and/or crimnal prosecution. (Revised 04-17-91, SPECI AL PN)

(1) dvil action will be recommended when one or nore of the
foll owi ng conditions exists:

(i) There is a need to repossess security or EO property or to
foreclose a lien and such action cannot be acconplished by
ot her neans authorized in this subpart.

(ii) There is a need for filing clains against third parties
because of a conversion of security or other action

(iii) Paynents due on debts are not nmade in accordance wth
the borrower's ability to pay, and the borrower has assets or
i nconme fromwhich collection can be nade.
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(iv) The borrower has progressed to the point that credit can
be obtai ned fromother sources, has agreed in the note or other
instrument to do so, but refuses to conply with that agreenent.

(v) FnHA or its security becones involved in court action
through foreclosure by a third-party lienhol der or through some
ot her action

(vi) Qher conditions exist which indicate that court action
may be necessary to protect FmHA's interests.

(2) dainms of less than $600 principal will not be referred to OCC
for court action unless:

(i) A statement of facts is submtted as to the exact manner
in which the interest of FnHA, other than recovery of the
anmount invol ved, would be adversely affected if suit were not
filed;, and

(ii) Collection of a substantial part of the claimcan be nmade
fromassets and incone that are not exenpt under State or
Federal law. A State supplenent will be issued to set forth
such exenptions or a summary of those exenptions with respect
to property to which FHA normal |y woul d | ook for paynment such
as real estate, |ivestock, equipment, and incone.

(3) Wien a borrower has not properly accounted for the proceeds of
the sale of security, it is the general policy to look first to the
borrower for restitution rather than to third-party purchasers. In
line with this policy the remaining chattel security on which FnHA

holds a first lien usually will be |iquidated before demand i s nade,
or civil action to recover fromthird-party purchasers.

(i) Wien the County Supervisor determnes that full collection
cannot be made fromthe borrower and that it will be necessary
to collect the full value of the security purchased by a
converter, a demand (see Quide Letter 1962-A-1, a copy of which
is available in any FnHA county office) will be sent to the
purchaser at the sane time that Exhibit D or E of Subpart A of
Part 1955 of this chapter, is sent to the borrower.

(ii) Wien the County Supervisor determines that it is likely
that action will have to be taken to collect fromthird-party
purchasers, the County Supervisor wll notify such purchasers
by letter (see Quide Letter 1962-A-2, a copy of which is
avail able in any FnHA county office) that FrHA security has
been purchased by them and that they may be called upon to
return the property or pay the value thereof in the event
restitution is not nade by the borrower. If it |later becomnes
necessary to make demand on such third-party purchasers,
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FHA will do so unless the case already has been referred to
O or the U S. Attorney, in which event the demand will be
made by one of those offices.

(iii) Wien restitution is made by the borrower, or a
determnation is nmade, with the advice of O3C, that the facts
in the case do not support the claimagainst the third-party
purchaser, the third-party purchaser will be informed by the
County Supervisor that FrHA will take no adverse action (see
Quide Letter 1962-A-3, a copy of which is available in any FnHA
county office). Odinarily, it will not be necessary to inform
the third-party purchaser of O3C s deci sion when O3C det er m nes
that the facts support the claimagainst the third-party
purchaser but no substantial part of the claimcan be
collected. If OCC makes such a determ nation and the third-
party purchaser asks what determ nation has been made, the
County Supervisor will say that no further action is to be
taken on the claim"at this time."

(iv) In addition, unless personal contacts with the third-
party purchaser, or other efforts to collect denonstrate that
further dermand would be futile, and a satisfactory conprom se
of fer has not been received, a followup letter (see Quide
Letter 1962-A-4, a copy of which is available in any FnHA
county office) will be sent by the State Director as soon as
possible after the 15-day period set forth in the denmand |letter
has expired. Unless response to the State Director's foll owp
letter or personal contacts or other efforts indicate that
further demand would be futile, an additional followup letter
will be sent to the third-party purchaser by O3C after the case
has been referred to that office.

(c) Handling civil and crimnal cases . Al cases in which court
actions to effect collection or to enforce the rights of FnrHA are
recomrended, will be forwarded to OBC by the State Director in
accordance w th paragraph (c) (3) of this section.

(1) County Ofice actions. Forns FmHA 455-1, "Request for Legal
Action," and FnHA 455-22 will be prepared. Form RD 455-2, "Evi dence
of Conversion," will be prepared for each unauthorized disposal.
The original and two copies of Forns FnHA 455-1, 455-22, and, when
appl i cabl e, FmHA 455-2, together with the borrower's case file, wll
be submtted to the State Ofice. Signed statements shoul d be
obtained, if possible, fromthe borrower, any third party
purchasers, or others to support the infornation contained on Form
RD 455-1. Appropriate recomendations regarding civil actions will
be made on Fornms FnHA 455-1 and FnHA 455-22 agai nst the borrower or
others. Wen a case is referred to the State Ofice, the County
Supervisor will keep that office
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informed of any future devel opnents in the case. |If Attachments 1,
2 and other appropriate attachnents to Exhibit A of Subpart S of
Part 1951 of this chapter have not been sent, they will now be sent
to the borrower and any other obligor(s) on the note. Any appeal
must be concl uded before a civil action can be filed. (Revised 10-
14-88, SPECI AL PN)

(2) District Ofice actions . Exhibit Db E, or E-1 of Subpart A of
Part 1955 of this chapter wll be prepared and sent after any appeal
is concluded. (Revised 12-16-92, PN 196.)

(3) State Ofice actions .

(i) Upon recei pt of Form RD 455-1 and, when applicable, Form
RD 455-2, the State Director will analyze each formto
determine if all of the necessary infornmation is docunented
and, if not, whether an appropriate effort was nade to obtain
the information. |If all the necessary information is not
docunented, the State Director will return the case and request
the County Supervisor to obtain the informati on necessary to
conpl ete Forns FnHA 455-1 and 455-2. The State Director may
assign any qualified FrHA enpl oyee to hel p a County Supervi sor
obtain the infornation necessary to conplete the reports.
After diligent efforts, if FrHA enpl oyees are unable to obtain
the additional information, the case will be returned to the
State Ofice with an explanation of why the information is
unavai | abl e.

(ii) After all of the pertinent information avail abl e has been
obtained, the State Director will refer the case to OGC for
civil action, if referral is required under the policy
expressed in this section. |If such referral is not required,
the State Director will set forth in Item19 of Form RD 455-1
the basis for the determnation not to refer the case and
instructions for foll owup servicing action. The State
Director will not recomrend a third-party conversion claimto
the OC if nmore than one year has run fromthe date of the
annual accounting follow ng the disposition of security, unless
the Admnistrator or del egate determ nes a | onger period of

ti me shoul d be applied either because of conpelling

ci rcunst ances such as the case has been referred to and
accepted by QG for crimnal or civil investigation. The
period of time during which a suit may be filed is set by
Federal statute and is not changed by this section. Demands on
third-party purchasers will be nmade in accordance with
paragraph (b) of this section. 1n cases referred to OGC, the
State Director will make comments and recomrendati ons regarding
the civil aspects of this case on Form RD 455-1.
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(A) Wien cases are referred to O3C, the County Ofice case
file, FormRD 455-1 and, when appropriate, FormRD 455-2 will
be transmtted. |n addition, when the institution of civil
court proceedings by FnmHA i s recommended, the notes, financing
statenents, security agreenents, |oan agreenents, other |egal

i nstruments and copi es thereof, as required by OGC, and Form RD
451-11, "Statenent of Account,” or Form RD 455-22 will be
submtted to OC. The State Director, with the advice of OCC
wi Il determne the nunber of copies of such instrunents needed
and the information required on the certified statement of
account. Each request for a certified statenment of account
will specify the type of information needed.

(Revi sed 12-16-92, PN 196.)

(B) Notes, statenents of account, files, or other docunents
and copi es thereof needed in referring cases to OGC for civil
court or other action will be obtained fromthe Finance Ofice,
or County Office, by the State Director. Wen the tinme

requi red for obtaining the above material or docunent may
jeopardize FnHA' s interest by permtting the diversion or

di ssi pati on of assets which otherw se coul d be expected as a
source of paynment, the Finance Ofice, upon the request of the
State Drector, will forward such nmaterial or docunents
directly to O3C or (at the State Director's direction) to the
U S. Attorney.

(d) Actions on cases referred to OC . Wen a civil case is
referred to OC, the State Drector wll notify the County
Supervisor of the referral and will return the County Ofice Case
file when it is no longer needed. The State Director will also
prepare and distribute Form RD 1951-6 according to the FM. The
FHA field office will process the descriptive code via the FnHA
field office termnal system This will flag the borrower's account
indicating court action is pending (CAP). After notice of the
referral is received by the County Supervisor, no collection or
servicing action will be taken except upon specific instructions
fromthe State Director or O3C. However, when a borrower
voluntarily proposes to nake a paynent on an account, the County
Supervisor will accept the collection unless notice has been
received that the case has been referred to the U S. Attorney for
civil action. The County Supervisor will imrediately notify OGC
directly by memorandum with a copy sent to the State Director, of
any collections received. The County Supervisor also will notify
the State Drector and OCC of any devel opnents which may affect a
case which has been referred to O3C. (Revised 8-29-90, PN 143.)
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(e) Actions on cases referred to the U S. Attorney and on judgnent
cases (including third-party judgnents) . O wll notify the State
Drector, the Finance Ofice, and the County Supervi sor when a case is
referred to The U S. Attorney or is otherw se closed. Wen a case is
referred to the US. Attorney, the Finance Ofice will discontinue

mai | i ng Form RD 1951-9, "Annual Statenent of Loan Account,” to such
borrowers. O will also notify the State Director when a judgnent
(including third-party) is obtained. (Revised 10-4-89, PN 120.)

56A
(Revi sion 3)

(11-1-85) SPECIAL PN



8§1962.49 (e) (Con) RD I nstruction 1962 A

(1) Wien the County Supervisor receives notice fromQOGC that a
judgrent (including third-party) has been obtained, the County
Supervisor will establish a judgment account by conpleting Form RD
1962-20, "Notice of Judgment," in accordance with the FM. The FnHA
field office will process the judgnent or the third party judgment
via the FnHA field office termnal system

(Revi sed 8-29-90, PN 143)

(2) After notice has been received that a case has been referred to
the U S. Attorney or a judgnent has been obtai ned and has not been
returned to FHA by the U S. Attorney, no action will be taken by
the County Supervi sor except upon specific instructions fromthe
State Director. QOGC, or the U S Attorney. However, the County
Supervisor will keep the State Director informed of any devel opnents
which may affect the FnHA security interest or any pending court
action to enforce collection. |If information is obtained indicating
that such debtors have assets or incone not previously reported by
the County Supervisor to the State Director fromwhich collection of
such judgrment accounts can be obtained, the facts will be reported
to the State Director. The State Director imediately will notify
OXC of any devel opnents whi ch m ght have a bearing on cases referred
to the U S Attorney, including such judgnment cases.

(i) If the debtor proposes to nake a paynent, FnHA enpl oyees
wi Il not accept such paynent but will offer to assist in
preparing a letter for the debtor's signature to be used in
transmtting the paynent to the U S. Attorney. In such case,
the debtor will be advised to make paynent by check or noney
order payable to the Treasurer of the United States.

(ii) Collection itens received through the mail fromthe
debtor or fromother sources by the County Ofice to be applied
to such accounts will be forwarded by the County Supervisor
through OC to the appropriate U S. Attorney. Likew se,
collections received by the District Drector or the State
Ofice will be forwarded through OC to the appropriate U S
Attorney. Such itens will be forwarded in the formreceived
except that cash will be converted into noney orders made
payabl e to the Treasurer of the United States. The noney order
receipts will remain attached to the noney order. Form RD 451-
1 will not be issued in any such case. The debtor will be
informed in witing by the County Supervisor of the disposition
of the anount received.

(3) Wwen the U S Atorney has returned a judgnent case to FnHA
the County Supervisor is responsible for servicing it as follows:

(i) Wen the judgnent debtor has the ability to make periodic
payments, action will be taken by the County Supervisor to make
arrangenents for the judgenent debtor to do so.
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(ii) Any payments received fromsuch debtor by FrHA will be
handl ed by issuing Form RD 451-1 and converting and
transmtting such paynments as provided in Subpart B of Part
1951 of this chapter. The US. Attorney will be inforned

t hrough OC of payments received only when the debtor pays a
judgrent in full.

(iii) At the time of the annual review of collection-only or
del i nquent and probl em cases, the County Supervisor will

det er mi ne whet her such judgnent debtors, whose judgnents have
not been charged off and who are not maki ng regul ar and

sati sfactory paynents, have assets or income fromwhich the
judgerent can be collected. [If such debtors have either assets
or incone fromwhich collection can be nade and they have
declined to nmake satisfactory arrangenents for paynent, the
facts will be reported by the County Supervisor to the State
Director. The State Director will notify OGC of devel opnents
when it appears that collections can be enforced out of income
or assets.

(iv) Such judgrments will not be renewed or revived unl ess
there is a reason to believe that substantial assets have or
may becone subject thereto.

(v) Such judgments nay be rel eased only by the U S. Attorney
when they are paid in full or conprom sed.

(4) In all judgrent cases, any proposed conprom se or adjustnent
wi Il be handled in accordance with Subpart B of part 1956 of this
chapter. (Revised 1-20-87, SPECI AL PN)

(5 If the debtor requests information as to the amount of

out st andi ng i ndebt edness, such information, including court costs,
shoul d be obtained fromthe Finance Ofice if the County Supervisor
does not have that information. |f questions arise as to the
payment of court costs, information as to such costs will be

obtai ned through the State Ofice from GGC

81962. 50 [Reserved]
Exhibits to Subpart A

Exhi bit A - Menorandum of Under st andi ng Between Commodity O edit
Cor poration and Farmers Hone Adm ni strati on.

Appendi x 1 - Furni shing Notice or Information to
Commodity Credit Corporation.

Exhi bit B - Menorandum of Under st andi ng and Bl anket Commodity Lien Vi ver.
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Menmor andum of Under st andi ng Bet ween Farners Home
Adm ni stration and Commodity Credit Corporation - Rotation
of Gain Cops.

Notice to Borrower's Attorney Regardi ng Loan Servicing
ot i ons.

Notice to Borrower Regarding Loan Servicing Options.

Rel easi ng Security Sal es Proceeds and Determ ni ng
"Essential™ Fam |y Living and Farm Qperati on Expenses.

Agreement for the Use of Proceeds/Rel ease of Chattel
Security.
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MEMCRANDUM OF UNDERSTANDI NG AND BLANKET
COMMODI TY LI EN WAI VER

The Farmers Hone Administration (FnHA) sonetines makes | oans to farners on the
security of agricultural conmodities that are eligible for price support under
| oan and purchase prograns conducted by the Commodity Oredit Corporation
(CCO). FnHA and CCC desire that price support be made available to farmers

wi t hout unnecessarily inpairing or underm ning the respective security
interests of FmHA and CCC in and wi thout undue inconveni ence to producers and
FHA and CCC in securing |lien waivers on such comoditi es.

Now, therefore, it is agreed as foll ows:

(1) Upon request of an official of a State ASCS office, the FnHA State
Director in such State shall furnish designated county ASCS office with
the names of producers in the trade area fromwhom FnHA hol ds currently
effective liens on commodities with respect to which CCC conducts price
support prograns. FrHA will try to furnish a conplete and current |ist
of the names of such producers; however, FHA's liens with respect to
any commodity will not be affected by an error in or om ssion from such
lists.

(2) For a loan disbursed by a county ASCS office, CCC will issue a
draft in the amount (less fees and charges due under CCC program

regul ati ons) of the loan on, or purchase price of, the commdity payabl e
jointly to FHA and the producer if (a) his name is on the |ist

furni shed by FnHA, or (b) he makes FnHA as |ienholder. The draft wll
indi cate the commodity covered by the | oan or purchase.

(3) On issuance of the draft, the security interest of FnHA shall be
subordinated to the rights of CCCin the commodity with respect to which
the loan or purchase is nade. The word "subordi nated" nmeans that, in
the case of a loan, CCC s security interest in the commodity shall be
superior and prior in rights to that of FrHA and that, on purchase of a
comrodity by CCC or its acquisition by GOC in satisfaction of a | oan,
the security interest of FnHA in such commodity shall term nate.

(4) Nothing contained in this Menorandum of Understandi ng shall be
construed to affect the rights and obligations of the parties except as
specifically provided herein.
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(5) This agreenment nay be ternmnated by either party on 30 days'
witten notice to the other party.

July 20, 1980 /s/ Ray V. Fitzgerald
(Date) Executive Vice President, CCC

July 14, 1980 __Is/ Gordon Cavanaugh
(Date) Adm ni strator, FrmHA
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Exhi bi t

Notice to Borrower's Attorney Regardi ng Loan Servicing Options
Procedure Reference: RD Instruction 1962-A

Pur pose : This Exhibit or a version approved by the Regi ona
OX will be used by the servicing official to send
the Attachrments 1 and 2 of Exhibit A of FSA
Transferred Instruction 1951-S to the borrower's
attorney when the borrower has filed for
bankruptcy or is currently under the jurisdiction
of the bankruptcy court. A copy of this letter
shoul d al so be sent to the borrower and the
bankruptcy trustee unl ess O3C advi ses ot herwi se.

RETURN ADDRESS

Borrower's Attorney's Address

Dear

This letter provides inportant information which the Farm Service Agency (FSA)
requests you to provide to your client who has filed a
bankruptcy petition, or is currently under the jurisdiction of the bankruptcy
court. Your client was also sent a copy of this letter. Subject to the
appl i cabl e provisions of the Bankruptcy Code and FSA regul ati ons, FSA nay take
action to enforce its security instrunment given by as
security for an FSA | oan. However, your client nay be able to cure one or al
of the problens indicated below so that it will not be necessary for FSA to
enforce its security instrunent.

[ ] Loan paynents are $ past due.

[ 1 Your client has disposed of some of the property used to
secure the FSA loans. Your client did not get witten
approval for this action. This property is:

[ 1 Your client has breached the agreenents contained in the
security instrunent executed by your client in favor of FSA by
taking the foll owi ng actions:

(05-27-98) PN 291
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[ 1 Your client has failed to nake the required paynents under a
confirmed bankruptcy plan

[ 1 Your client has

Before FSA can act to enforce its security instrunments, its regul ations
require FSA to provide borrowers with notice of servicing options. The

encl osed forns explain sone of the | oan servicing options that FSA has
avai | abl e. Depending upon the borrower’s prior servicing and previous |oan

hi story, your client may not be eligible for servicing consideration or may be
eligible for only certain servicing options. The follow ng renmaini ng
servicing options are avail abl e:

This letter advises you that FSA can only consider eligibility for the

remai ni ng servicing options listed above, if any, and only within FSA s
statutory and regulatory eligibility requirements. |If there are servicing
options available and your client wishes to apply for either primary or
preservation | oan servicing, you or your client nust conplete and return the

encl osed application fornms and any request for updated information, within *
days of receipt of this notice. By this response, you will be acknow edgi ng
that when FSA processes your client's request for loan servicing it is not
interfering with any rights or protections your client may have under the
Bankruptcy Code and its automatic stay provisions. FSA s processing of the
application may include considering the borrower for primry and preservation

| oan servicing options, notifying the borrower of FSA s decision on the
application in accordance with 7 CFR part 1951, subpart S, and hol di ng any

medi ati on, neetings or appeals requested by your client. |If your client fails
to conplete and return the required informati on within the _* -day period, FSA
will proceed to enforce its security instrunent as all owed under the

Bankr upt cy Code and FSA regul ati ons.

In order for FSA to ascertain whether your client is eligible for any

remai ning options, it may be necessary for FSA personnel to work closely with
your client. |If your client requests this contact in the manner described
above, we hope that we can assist himor her. However, if favorable action is
not possible, we will notify you, and provide your client with the opportunity
to appeal the decision. WE WLL NOT ACCELERATE THE ACCOUNT CR I NI TI ATE
FORECLOSURE UNTI L WE COWLY W TH THE APPLI CABLE PROVI SI ONS OF THE BANKRUPTCY
CCDE.
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If your client has recently filed under Chapter 7, in order for FSA to provide
primary | oan servicing to your client after discharge, your client nust
reaffirmthe entire FSA debt in accordance with the provisions of the
Bankruptcy Code. Reaffirmation requires the approval of the Bankruptcy Court.
No reaffirmation is necessary for your client to be eligible for preservation
| oan servi ci ng.

If your client is operating under a confirnmed bankruptcy plan, and desires to
apply for loan servicing and qualifies for servicing under FSA' s regul ati ons,
you must al so conply with provisions of the Bankruptcy Code practiced in your
jurisdiction concerning nodification of the plan. If your client's plan has
not yet been confirned by the Bankruptcy Court, you nay choose to file a
proposed plan which nay or may not contain restructuring features simlar to
those avail abl e under FSA regul ations. The Government, of course, is free to
object to the proposed plan in accordance with the provisions of the
Bankruptcy Code. |If a plan is confirmed before servicing and any appeal is
conpl eted under FSA regul ations, FSA will conplete the servicing or appeals
process, and may consent to a post-confirmation nodification of the plan, if
appropriate, in accordance with advice fromFSA s | egal counsel

FSA's farmloan prograns debt servicing regulation is found at 7 CFR, part
1951, subpart S. W cannot prom se you or your client that a request for debt
servicing will be approved. However, we can pronise that a request for any
servicing options which remain will be fully and fairly considered.

Si ncerely,

Attachnent s

cc: [Borrower’s nane]

* Indicate 60 days or tine period remaining fromlast servicing action

whi chever is greater.

o0o
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Exhibit D1
Notice to Borrower Regarding Loan Service Qptions
Procedure Reference: RD Instruction 1962-A
Pur pose: After consultation with the Regional OGC on the

status of this case, this exhibit will be used by
a servicing official to send Attachments 1 and 2,
or 1, 3, and 4 of Exhibit A FSA Transferred
Instruction 1951-S, as applicable, to the
borrowers who have been di scharged under a Chapt er
7, and to borrowers who have had Chapter 11
Chapter 12, or Chapter 13 bankruptcy pl ans
confirned but are no | onger under the jurisdiction
of a bankruptcy court. A courtesy copy of the
notices will be sent to the borrower’s attorney of
record

Ret urn Address
Borrower’s Address
Dear :

This letter provides information concerning the Farm Servi ce Agency’ s (FSA)
Farm Loan Prograns (FLP) |oan servicing progranms. |f your FLP debt has been
di scharged, this letter is not intended to violate the discharge order, but
nmerely to informyou about the primary and preservati on | oan service prograns
avail able. After FSA conplies with its regul ations, FSA may take action to
enforce its security instrunent which you gave as security for an FLP | oan
However, you may be able to cure one or all of the problens indicated bel ow so
that it will not be necessary for FSA to enforce its security instrunent.

[ 1 Loan paynents are $ past due.

[ T You have disposed of sone of the property used to secure the
FLP loan. You did not get witten approval for this action.
This property is

[ T You have breached the agreenments contained in the security
i nstrunent which you executed in favor of FSA by taking the
follow ng action
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[ T You have failed to nmake the required payments under a confirmed
bankruptcy pl an

[ T You have

Before FSA can act to enforce its security instrunments, its regul ations
require FSA to provide borrowers with notice of servicing options. The

encl osed forns explain sone of the | oan servicing options that FSA has
avai | abl e. Dependi ng upon your prior servicing history and your previous |oan
hi story, you may not be eligible for servicing consideration or you may be
eligible for only certain servicing options. You have the follow ng renaini ng
servicing options avail abl e:

This letter advises you that FSA can only consider your eligibility for the
remai ni ng servicing options listed above, if any, and only within FSA s
statutory and regulatory eligibility requirements. |f you have servicing
options available and wish to apply for either primary or preservation | oan
servicing, you nust conplete and return the enclosed application forns and any
request for updated information within  * days of your receipt of this
notice.

Dependi ng on your financial situation, your farmng operation and the
bankrupt cy chapter you used as indicated bel ow, you nay or may not qualify for
primary or preservation |oan servicing. These prograns are described in
Attachrment 1 of 7 CFR part 1951, subpart S. To apply for these prograns, you
must conply with the * -day time period set forth above. If you apply for

| oan servicing and qualify, you nust also conply with any applicable
provi si ons of the Bankruptcy Code and order of the court.

1. Chapter 7 Bankruptcy

If you have received a Chapter 7 discharge, the di scharge has rel eased you
frompersonal liability for the FLP debt. You are not eligible for
primary | oan servicing since you are no |onger indebted to the Agency. If
you wish to apply for primary | oan servicing, you nust reaffirmthe entire
FLP debt (reaffirmation requires approval
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of the Bankruptcy Court). |If you reaffirmthe FLP debt, and do not
qualify for primary loan servicing, it nay be possible to revoke the
reaffirmation subject to the provisions of the Bankruptcy Code and its
time limtations. However, you may apply for preservation | oan servicing
without reaffirmng the FLP debt. If you qualify for preservation | oan
servicing, you would be able to retain possession of your hone.

2.  Chapter 11 Bankruptcy

If you have had a Chapter 11 bankruptcy plan confirmed, you have been

di scharged frompersonal liability for your FLP debt and the bankruptcy
case has been cl osed. However, you are obligated to pay FSA the amount
indicated in your plan. You may still be able to cure one or all of the
defaults listed above and al so qualify for primary or preservation | oan
servicing. |If you are considering applying for |oan servicing, you should
consult with your attorney to determne if your confirmed reorganization
plan will be affected if FSA approves your |oan servicing application. If
any changes to the confirmed plan are necessary, please see the discussion
bel ow under Chapter 12.

3. Chapter 12 Bankruptcy

If you have had a Chapter 12 bankruptcy plan confirmed, and the bankruptcy
case has been cl osed, you nmay still be able to cure one or all of the
defaults listed above and al so qualify for primary or preservation | oan
servicing. Despite any discharge of personal liability for your FLP debt,
you are obligated to pay FSA the anount indicated in your plan. If you
are considering applying for |oan servicing, you should consult with your
attorney to determine if your bankruptcy plan will be affected if FSA
approves your |oan servicing application. Depending on the status of your
bankruptcy plan and the bankruptcy |law in your jurisdiction, you mght be
required to file an anended pl an which may or may not contain
restructuring features simlar to those avail abl e under FSA regul ati ons.

If amended plans are permtted in your jurisdiction and an amendnent is
appropriate to your situation, the Covernnent, of course, is free to
object to the anended plan in accordance with the provisions of the
Bankruptcy Code. |[If any anmended plan is approved before servicing and any
appeal is conpleted under FSA regul ations, FSA will conplete the servicing
or appeal s process, and may consent to the amended plan if appropriate.
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4. Chapter 13 Bankruptcy

If you have had a Chapter 13 plan confirnmed, and the bankruptcy case has
been cl osed, you may be legally obligated to repay sone or all of your FLP
debt despite any discharge resulting fromthe conpl etion of your Chapter
13 plan. You may still be able to cure one or all of the defaults listed
above, and also qualify for primary or preservation |oan servicing. |If
you are considering applying for |oan servicing, you should consult with
your attorney to determine if your Chapter 13 confirmed plan will be
affected if FSA approves your |oan servicing application. If your Chapter
13 plan is affected, please see the discussion above under Chapter 12.

If you fail to conplete and return the required information within the

_* -day period, FSAw Il proceed to enforce its security instrument as all owed
by the Bankruptcy Code and FSA regul ati ons by accel erating your account wth
the intention of foreclosing or liquidating FSA's security. After

accel eration, you may still be able to apply for preservation | oan servicing
(Homestead Protection) if FSA takes the property into inventory. |If this
event occurs, you will receive another notice with instructions on howto
apply for this program For information on the Honestead Protection program
pl ease see Attachment 1 of 7 CFR part 1951, subpart S. To expedite any
application, you may wi sh to consider voluntarily conveying the property to
FSA. Pl ease understand that FSA's ability to accept a voluntary conveyance is
subject to its regulation which can be found at 7 CFR 1955. 10.

FSA's farmloan programdebt servicing regulation is found at 7 CFR part 1951
subpart S. W cannot pronise you that a request for debt servicing will be
approved. However, we can prom se that a request for any servicing options
which remain will be fully and fairly considered

Si ncerely,
At t achnment s

cc: Borrower’s Attorney of Record

* Indicate 60 days or tine period remaining fromlast servicing action
whi chever is greater.
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Rel easi ng Security Sales Proceeds and Determning "Essential” Famly Living
and Farm Qper ati ng Expenses

Fam |y Living Expenses

Expenses for househol d operating, food, clothing, nedical care, house repair,
transportation, insurance and househol d appliances, i.e., stove, refrigerator
etc., are essential famly living expenses. W do not expect there will be
any di sagreenents over this. However, when proceeds are | ess than expenses,
there m ght be disagreenents about the amounts FnHA shoul d rel ease to pay for
particular itens within these broad categories. For exanple, FnHA has to

rel ease for transportation expenses, but should FrHA rel ease so that a
borrower can buy a newcar? |If at planning time or during the crop year it
appears that there will be sales proceeds available to pay for the borrower's
operating and |iving expenses, including the expense of a new car, the FormRD
1962-1 can be conmpleted to show that FnHA plans to release for a newcar. On
the other hand, it would al so be proper to conplete the FormRD 1962-1 to

rel ease for a used car or for gas and repairs to the borrower's present car
Since it is necessary for FnHA to rel ease for essential famly living expenses
and because transportation is an essential famly |iving expense, sone
proceeds nust be rel eased for transportation. However, nothing requires FnHA
to release for a specific expense; usually, there will be several ways to use
proceeds to provide for essential famly living expenses. W nust provide the
borrower with a witten decision and an opportunity to appeal whenever there
is a disagreement over the use of proceeds or whenever we reject a request for
a rel ease

Far m Qper ati ng Expenses

Ve woul d expect farm operating expenses to present nore of a problemthan
famly living expenses. There will probably be a few di sagreements over

whet her an expense is an operating expense (as opposed to a capital expense),
but it is nore likely that there will be disagreenments over the anount FrHA
shoul d rel ease for operating expenses and over whether a particular farm
operating expenses is "essential.”" As is the case with famly living
expenses, disagreenents will nost likely arise when proceeds are | ess than
expenses.

To resol ve disputes over the amount to be rel eased, renenber that we nust be
reasonabl e and rel ease enough to pay for essential farmoperati ng expenses.
Al t hough a borrower m ght not always agree that enough noney is being

rel eased, if the borrower's essential farmoperati ng expenses are being paid,
we are fulfilling the requirenments of the statute. W nust provide the
borrower with an opportunity to appeal when there is a di sagreenent over the
use of proceeds or when we reject a request for a rel ease.
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Section 1962.17 of this subpart states that essential expenses are those which
are "basic, crucial or indispensable.” Wether an expense is basic, crucia

or indispensabl e depends on the circunstances. For exanple, feed is a farm
operating expense, but it is not always an essential expense. |f adequate
pasture is available to meet the needs of the borrower's animals, feed is not
essential. Feed is essential if animals are confined in lots. Hring a
custom harvester is a farmoperating expense, but is not an essential expense
if the farmer has the equi pment and | abor to harvest the crop just as well as
a customharvester. Hred |labor is an operating expense whi ch m ght be
essential in a dairy operation but not in a beef cattle operation. Paynents
to creditors are essential if the creditor is unable to restructure the debt
or to carry the debt delinquent. Renting land is not essential if the
borrower plans to use it to grow corn which can be purchased for less than the
cost of production. Paying outstanding bills is essential if a supplier is
refusing to provide additional credit but not if the supplier is willing to
carry a bal ance due. O course, the long termgoal of any farm ng operation
is to pay all of its expenses, but when this is not possible, FnHA and the
borrower nust work together to decide which farm operating expenses are
essential and denand i mredi ate attenti on and cannot be negl ected. These are
the essential expenses.

W absolutely nmust rel ease to pay for essential famly living and farm
operating expenses; there are no exceptions to this. Wen decidi ng whet her an
expense is essential and when deci ding how much to rel ease, the choices we
make nust be rational, reasonable, fair and not extrene. They nust be based
on sound judgnent, supported by facts, and explained to the borrower.

Fol lowing these rules will help us avoid di sagreenments with borrowers.
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